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HEARINGS ON COMMERCIAL HEALTH AND ACCIDENT
INSURANCE INDUSTRY

TUESDAY, JUNE 6, 1972

U.S. Senate,
Subcommittee ox Antitrust and Monopoly

or THE Committee on the Judiciary,
Washi7igton, D.O.

The subcommittee met at 10 a.m., in room 2228, New Senate Office

Building, Senator Philip A. Hart presiding.

Present : Senator Philip A. Hart.
Also present : Howard O'Leary, chief counsel ; Dean E. Sharp, as-

sistant counsel ; Peter N. Chumbris, minority counsel ; Charles Kern,
staff of Senator Fong; Patricia Barro, editorial director, and Janice
Williams, chief clerk.

Senator Hart, The committee will be in order. Senator Hruska was
able to be here for a few minutes before we began, but is required,

because of another committee operation, to be absent now.
We will be joined by Senator Gurney.
It is my understanding that we are permitted to open in order that

our schedule may be folloAved.

The first witness this morning is the president of National Liberty
Corp., Frazer, Pa., Mr. Robert E. Slater.

Mr. Slater?
I ask that the statement of Mr. Slater be printed in the record at this

point.

(Document follows. Testimony resumes on p. 583.)

Biographical Sketch of Robert E. Slater

Mr. Robert E. Slater was born in New York City. He has spent his entire work-
ing career in the life insurance industry.

Mr. Slater first started as an oflSce boy with the New York Life Insurance Co.

While there, he studied for the actuarial examinations and is now a Fellow of the

Society of Actuaries.
During World War II, Mr. Salter served four years as a Naval Aviator in the

Pacific Theater.
After the war, Mr. Slater moved to Boston and the John Hancock, rising from

Research Assistant to President and Chief Executive OflScer on January 1, 1966.

At the end of 1969, he resigned from that oflBce.

During late 1970 and most of 1971. Mr. Slater was President of Investors Over-
seas Services, located at Geneva, Switzerland. In September, 1971, he returned
to the States as Chairman of the Board of National Liberty Corp.

Statement to the Subcommittee on Antitrust and Monopoly by Robert E.

Slater, National Liberty Corporation

introduction

My name is Robert E. Slater. I am Chairman of the Board of the National
Liberty Corporation and of its insurance subsidiaries. National Home Life As-

(555)
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surance Company of Missouri, National Liberty Life Insurance Company of

Pennsylvania and National Home Assurance Company of New York.

I joined National Liberty on a full-time basis on October 1, 1971. This does not

mean that I am a newcomer to the insurance business. Since early 1970 I have

been a member of the Board of National Liberty and Chairman of its Executive

Committee. Prior to that time, I was President and Chief Executive Officer of the

John Hancock Mutual Life Insurance Company, one of the Nation's largest life

insurance companies. I have been in the insurance business since 1934 and I am a

Fellow of the Society of Actuaries.
.

I appreciate very much the opportunity to appear before this Subcommittee to

help answer some of the questions being asked about health insurance coverage.

As I listen to the many statements being made and read the many articles ap-

pearing in the news media, I am concerned about the extent of the misinformation

as to the nature and methods of distribution of health insurance.

Ruskin said, "The work of science is to substitute facts for impressions and

demonstrations for appearances." I trust my remarks today will help clear up

some of these misunderstandings.

CONSUMER PROTECTION

The focus of the Committee's inquiry is consumer protection—Is the public

well and fairly served by the health insurance industry which acts as a fiscal

intermediary in the health care delivery system? Our companies communicate

by mail and telephone with over one and a half million policyholders on a day

to day basis, and through these daily contacts we have become sensitive to the

wants and needs of these consumers. That we have been successful in identify-

ing and satisfying many of their desires is demonstrated by the fact that be-

tween 1967 and 1971 the number of our policyholders and our premium receipts

have more than tripled, and during the first four months of 1972 we issued more

than 300,000 accident and health insurance policies—more than 3,700 per work-

ing day.
During tlie relatively short period of our existence our paramount concern

for the consumer has found expression in the continual improvement of our

products and the introduction of new health insurance products to protect th»

public against the often tragic consequences of illness and accident. The healtK

care wants and needs of the public are constantly evolving, of course, and it iP

our intention to continue to identify and satisfy as many as possible of theso

desires by offering new forms of protection as well as improvements in existing

policies, i will discuss some .specific examples in a few minutes.

HEALTH CARE COSTS AND INSURANCE PROTECTION

Costly advances in medical technology coupled with severe and persistent

inflation in the price of traditional services and facilities has put the co.st of

catastrophic and even major illness beyond the financial capacity of all but our

wealthiest citizens.

Thus, the New York Times on February 27, 1972, stated, "Hearings by Con-

gressional committees have produced hundreds of .stories detailing the effects of

costly illnesses on the savings of families, in many cases in spite of some sort

of insurance coverage."
This Committee is well aware that health care costs are rising rapidly. And

Chart 1 shows that in spite of the tremendous sums spent for health insurance

by the American people, of the $67 billion of health care costs in 1970, $25 bil-

lion, or approximately 37%, was paid by individuals directly out of current

income or savings. Government provided benefits of 40% and 23% was paid for

by private insurance company benefits.
*

Chart 2 shows the various categories of health care costs and the percentages

not covered by any form of insurance. While the chart does indicate that approxi-

mately 80%, (if in-hospital services are provided for by private insurance and/or

Government, high percentages of out-of-hospital medical and dental care are not

provided by either private insurance or Government.
Furthermore, like the portions of an iceberg invisible below the surface, there

are the medical needs of many of our citizens whose illnesses never enter into

the cost picture because they avoid seeking treatment which they cannot afford,

as well as the many incidental costs incurred when there is a serious illness that

are not strictly medical costs.
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The health insurance protection of many Americans would appear to be inade-

quate when measured by the breadth and depth of coverage. Mass marketed
supplemental policies attempt to remedy both deficiencies. This form of insurance

helps fill in the gaps in protection left uncovered by basic policies. It also pro-

vides some protection for persons not presently served under traditionally mar-
keted insurance, and at a price they can afford.

SUPPLEMENTAL HOSPITAL INDEMNITY INSURANCE

References to insurance written by the National Liberty Group will be limited

to supplementary accident and health insurance mass marketed through direct-

response advertising. Although the Group does market policies providing basic

coverages through agents, it emphasizes the mass marketing of supplemental
indemnity coverages, and these policies account for the vast bulk of the Group's
premium income.
At this time I would like to submit to the Committee a booklet entitled "Sup-

plemental Hospital Insurance and the Public Interest." This booklet explains

in some detail the principles underlying this newly developed private insurance
product, how it is marketed and how it serves the public interest. It contains

some materials not covered in our oral and written submissions, and I therefore

request that it be included in the record of these hearings.
Let me describe a little more fully Supplemental Hospital Indemnity Insurance.

It provides specified cash benefits to the policyholder for each day he is hospital-

ized, and it may also provide specified benefits for surgery, dismemberment,
nursing services, etc. The average premium per policy is approximately $70 as
compared to $350 for an individual basic health insurance policy. Benefits vary
from $20 to $30 per day of hospitalization. It is not basic medical reimburse-
ment coverage. It is supplemental insurance. In fact, our studies show that
more than 80% of our policyholders have other coverage such as Blue Cross or
Group Insurance. In other words, basic coverage does not cover all medical costs

and individuals obtain additional coverage to help defray the cost of illness as
well as those costs incidental to illness.

Supplemental Hospital Indemnity Insurance is not intended to cover direct

medical costs or the basic health insurance coverages, but rather the additional
expenses not covered because of the gaps, exclusions and limitations of basic
coverages, and those expenses incidental to medical costs. The benefits are, how-
ever, related to a stay in a hospital, since this indicates a serious illness and the
need for money to meet the costs incidental to such serious illness. Although
basically a supplement to help fill in the gaps in basic coverage, our policies are
purchased by some who cannot afford more costly basic coverages, and for such
persons are obviously better than no coverage at all.

ADVEESE SELECTION

The Subcommittee has expressed interest in clauses which limit benefits to

the policyholder. The limitations are inc'aded in the policies primarily to make
it feasible to write the business and eliijinate the adverse selecton that would
otherwise be created for the benefit of the few. Insurance is primarily a sharing
of risk of loss by a group of individuals to avoid the necessity that each indi-

vidual assume his own losses. In order for any kind of voluntary program to

be successful in a free society, it is necessary to include as much individual
equity in the setting of premium rates as is possible. People do not wish to pay
more than a fair share of the total cost. This is true in most everything and is

not peculiar to insurance. Consequently, the cost of life and health insurance,
for example, increases by age at the time of issue to take into consideration the
fact that it is probable that losses will increase as a policyholder ages.

The same principles apply to health insurance. In order to prevent anti-

selection, different methods of underwriting are employed. Each has been devised
for a particular form of coverage. In Blue Cross and Group Insurance under-
writing restrictions take a simple form. They typically require that 75% of
employees of a given employer join the plan and that the individual be at work
when enrolled, i.e., is in good enough health to be actively at work. There is also

a limited period of time in which an individual can enroll. In this way, since

all in a particular age bracket pay the same premiums, they are assured of

getting a fair share of the benefits since all will be in roughly the same state of
health.
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Under the traditional individual contract a medical examination has gen-
erally been required in order to avoid adverse selection—i.e., applications for
coverage by persons already or chronically ill, since coverage of such persons
would necessarily increase rates unfairly for those in normal good health. The
carrier underwrites each application, and will charge an extra premium, waiver
out coverage for specific illnesses or deny coverage when the applicant has
known medical problems. Underwriting on a person by person basis is obviously
a costly procedure.

PEE-EXISTING CONDITION PROVISION

Under Supplemental Hospital Insurance distributed by mass marketing tech-
niques, on the other hand, underwriting is eliminated through the use of the
pre-existing condition concept. No medical examination is required, and cover-
age for known medical conditions is not "waivered" or "rated". A pre-existing
condition that is manifest (or in some states, treated), will simply not be
covered for a two-year period. Coverage, however, is granted to all who sign the
application and pay the premiums. The premium varies only by age, and there
is no distinction based on race, color, creed, sex, occupation or condition of
health. After the two-year period, coverage is extended even to pre-existing
conditions as though the policyholder's health had not been impaired at time
of issue.

This simple protection against adverse selection, which is fully explained
in the advertising copy and the enrollment form, makes possible a form of mass
marketed group insurance similar to the group concept available to everyone,
including many who could not be served economically on a person-to-person
basis by agents.
Some look upon a pre-existing conditions clause as a drawback. We believe

this is because they have not taken the trouble to understand it. Actually, it

permits insurance coverage to individuals who would not otherwise be eligible

—

a kind of group insurance for the masses—and we believe it is a truly important
breakthrough in insurance concepts.
We were all impressed, I know, by the moving testimony of Miss Mary Lynn

Fletcher (N.T. pp. 375 et seq.) who has so courageously faced adversity. If
Miss Fletcher were to have applied for a mass merchandised accident and health
policy issued by the National Liberty Group, her application would have been
accepted irrespective of any physical impairment she might have had, and her
policy would have been guaranteed renewable for life. Her premium rates would
have been totally unaffected by her medical history or her sex. Her youth, in fact,

would have entitled her to the most favorable premium rate. No condition would
have been waivered. No provisions in her policy would have operated to limit
in any way her recovery of benefits for accidental injury. The only limitation
of Miss Fletcher's benefits would have been that for two years after policy
issue, hospital confinement for treatment of a condition treated or manifest
prior to issue would not have been covered.

EXCLUSION PERIODS

National Liberty offers policies which provide for first-day coverage as well
as three and five-day waiting periods. The waiting period provisions are in re-

sponse to announcements by many (including Commissioner Denenberg and the
Department of Health, Education and Welfare) that deductibles were favored
to assist in combating inflation and eliminating small claims. Such provisions
are in keeping with the traditional purpose for insurance—protecting against
the unusual (rather than the normally expected) loss. Policyholders may elect,

however, to purchase first-day coverage.

OUTPATIENT CARE

The suggestion has been made that health insurance policies generally should
provide coverage for outpatient and other nonhospital care. We are inclined to
agree ; however, we are not of the view that these coverages should be sold as
a part of supplemental insurance.
Our company would be willing to study the possibility of selling by mass

merchandising techniques policies with benefits unrelated to hospital confine-
ment. To date, however, we have held the view that the primary purpose for
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supplemental health insurance is to help protect the insured against catastrophic

loss suffered as a consequence of illness, and that catastrophic loss is normally
directly proportional to hospital confinement. Loss of time policies, workmen's
compensation and some basic health insurance policies provide coverage for

losses not related to hospital confinement. It must be recognized that to the ex-

tent benefits unrelated to hospital confinement are offered, claims handling ex-

pense (and consequently cost to the insured) would be increased substantially.

SPECIFIC QUESTIONS

Let me now turn to some of the specific questions asked in the Chairman's
letter dated March 15, 1972 and those raised in the first two days of hearings on

May 10 and 11.

LOSS RATIOS AND BENEFITS

You have asked whether insurers are returning a sufficient share of their

premiums in benefits.

This leads to the question. "Why do some companies pay out 95% in claim

benefits while others pay out considerably less?"

To answer these questions it is necessary to understand the major methods
of operation and the different purposes for the specfic coverages .being offered

in the private sector today.
Chart 3 compares the four major kinds of health insurance coverage pres-

ently offered by the private sector.

Column I lists eight principal features of health insurance, and by reading

across it is possible to compare the products, the method of distribution, and
the administrative characteristics, etc. It is the differences in these basic

features that account for the variations in the premiums/claims ratios (loss

ratios) of the four types of carriers. In general, let me make these points:

(a) Those coverages that are sold to an employer for the benefit of his em-
ployees, such as Blue Cross and Group Insurance, and which do not guarantee

premium rates for any long period of time will have lower expense rates and
pay higher claim benefits as a percentage of premium payments.^ This is so

because many of the expenses of the coverage are paid by the employer rather

than the carrier), and because it is not anticipated that rates will be in effect

for very long but are subject to change if loss ratios are excessive. For example,

Blue Cross in Philadelphia, which had nine (9) rate increase in the 1960 decade,

applied for a 39% increase effective April 1st, and was granted a 19.5%, increase

by the Pennsylvania Insurance Department. This, let me add parenthetically, is

in spite of the glowing reports we heard last month about the tremendous im-

provements in the operation of Philadelphia hospitals. Similarly, the Price Com-
mission has just recently approved rate increases on Group Health Insurance for

three major carriers on the order of 20-32%. Marketing costs are relatively low

because the carrier makes a single sale to the employer rather than a multitude

of individual sales, and new business is created without additional marketing

costs to the carrier as the number of employees grows.

Administration expenses are also largely absorbed by the employer. To put it

in its simplest terms, this kind of coverage is really on a cost-plus basis and can

hardly be called insurance in the true sense of the word. The employer is even

expected to make up any unusual losses that might occur. ( See e.g. N.T. pp. 211

et. seq. ) The cost of marketing and much of the cost of administering either Blue

Cross or a Group Insurance Plan is thus passed on to the public by the employer

through the cost of its product, even though that cost is not reflected in the

premium figures. It is misleading, therefore, to compare the costs of Blue Cross

and Group with individual insurance without revealing the hidden costs. If

these figures were included, the claim ratios would of course be lower for Blue

Cross and Group Insurance.
In fact, the figures for relatively small Group Insurance or Blue Cross plans

approximate those of individually sold contracts marketed by mass merchandising

techniques.

1 It mav interest vou to know that our principal carrier, National Home, also sells

Group Insurance and has the same high claim payout rate as other group carriers.
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(5) Under individual contracts, rates and benefits are established for long
periods of time, especially in the case of supplemental coverage. While claim
ratios in the early policy years will be low, they build up as each block of business
ages. This pattern is uniformly true of health insurance as well as life insurance.
I will discuss this in more detail when explaining premium calculations and
accounting.

PREMIUM CALCULATION IN LONG-TERM COMMITMENTS

Let me now for a few minutes discuss the profitability of the supplemental
hospital insurance business, which makes long-term commitments. Whether an
insurance company engaging in this business will make a profit and how much,
and whether the policyholders can expect an adequate return over the life of

their policies, cannot be determined from one year's figures. The loss ratios that

have been referred to in the press lately as indicating that the direct mail in-

surers pay out too little in benefits and in turn have exorbitant profits, are
misleading.
The Annual Statement, from which these figures have been taken, is a combina-

tion of statistics selected to indicate to the regulatory authorities whether or not

a company could meet its commitments to policyholders if the company were to

be liquidated immediately. Although the Annual Statement is an important docu-

ment for this purpose, it cannot be used without careful analysis to determine
whether premium rates are reasonable, especially for a company engaged in long-

term commitments.
Several commentators have been quoted in the press as stating that insurers of

individual health insurance contracts pay out too little in benefits and in turn

have exorbitant profits. The loss ratios quoted in the context of these stories

are usually derived from one year's business, often the experience of policies

recently issued. As such, these statements and the loss ratios on which they are

based are misleading.
The analysis of annual statement figures is not easy. Dr. Kulp, former Dean

of the Wharton School, said, "The materials available for analysis, particularly

loss and underwriting ratios are, even in the hands of experts, of very little help.

The moral is not that loss and underwriting ratios are to be ignored, but that the

greatest caution is required in translating them into standards for judging the

adequacy and the reasonableness of premiums."
Chart 4 shows the loss ratios that morbidity experience indicates will occur

and are assumed in premium calculations by the National Liberty Group of Com-
panies. The expected loss ratio is 35% in the first and second year, and increases

5% a year thereafter. Taking all policy years into consideration, premiums
collected and claims paid for a given year of issue, it is anticipated that the com-

pany will pay out over the life of the business, 55-60% of all premiums in claims

to the policyholder. As you will see later on our actual experience for 1960 and
1961 business exceeds considerably these anticipated results.

In dotted lines on this same chart is the actual experience of the National

Liberty Group of companies. We have taken all claim experience by year of issue

for the National Liberty companies since 1960 and combined them to get the

overall result. Because of the peculiarities of a deviated premium for the first

month of issue in some states, the first and second year experience has been com-
bined. The first and second years' experience is just slightly below the expected
results ; whereas, for all other years, the actual experience has exceeded the

anticipated results.

Most State Insurance Departments will not approve policies for sale if they
do not provide actuarially for this level of claims payments to policyholders.

The New York State Insurance Department, for example, requires a 60-65%
cumulative claim payout for policy approval on ages at issue over 60. Pennsyl-
vania requires a 50-55% ratio. New York grades companies from A+ to F in

anticipated cumulative loss ratio and under this standard National Liberty
Companies rate A-f. The cumulative loss ratio for individually underwritten
health insurance coverage is the only proper method of determining the fair-

ness to the public of a specific policy coverage.
Some companies have withdrawn from writing individually underwritten

business in New York because they cannot meet the loss ratio requirements.
Our Corporation, on the other hand, formed a new company in New York dur-
ing 1971, which has an A-f rating in claims, and our policies are receiving wide
acceptance in that State.

I have inserted the next chart in the text as page 14(a) because it would be
diflScult to read if 'attached as an exhibit with the other charts. It shows Earned
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Premiums, Incurred Claims and Loss Ratios for each year 1960-1970. In addi-

tion it breaks out the figures for 1961, 1962 and 1963 so that you can see the loss

ratio for each calendar year. Also on the extreme right there are cumulative

figures for the particular years of issue and all years combined.

These figures indicate that on its seasoned business National Liberty is well

above the industry and regulatory benchmarks of an ultimate 50%-55% loss

ratio. The trend in other years of issue indicates the same ultimate results as

our experience to date.

The National Liberty Group is making a substantial profit, but the profits are

derived from the large volume of policies written rather than the profit earned

per policy. In fact, we are probably currently writing more new premium income

on individual policies than any other stock company in America and more than

all but the three or four largest mutual companies.
The function of a Corporation in my opinion is to perform a service to society.

For the eflficient performance of that service it is entitled to and should earn a

profit. In the insurance business, like every other business, the greater the risk

assumed, the greater should be the permitted profit potential. Companies that

set rates and guarantee coverages for long periods of time should have profit

potentials greater than companies that insure on a year-to-year basis. Coverages

sold to employers for their employees generally have rate adjustments on a

yearly basis. Almost all policies sold by National Liberty are guaranteed renew-

able for life ; i.e., we cannot cancel the coverage. Although we can raise rates on

a statewide basis, our premium rates have been raised only once, and that was
in 1957, despite constantly increasing costs of doing business. We have been able

to offset increasing costs through increased efliciency and increased business,

which has tripled since 1967.

ACCOUNTING

The accounting for life insurance companies is different than for other com-
panies. The purpose of life insurance accounting ("statutory accounting"), as

prescribed by the State regulatory authorities, is to determine the ability of a

company to meet its policyholder obligations if the company were to be liquidated

Statutory accounting is not the "going business" concept of accounting used by
corporations in general and by many insurance companies when reporting for

other than regulatory purposes.
In statutory accounting, because of the assumption of liquidation, a company

cannot defer any costs since it has no future. Thus, many items that would be

deferred under generally accepted accounting procedures and charged off as

premiums are collected (i.e., capitalized and amortized), must be charged off

under statutory accounting in the year incurred. This is proper for liquidation

accounting, but is not valid in making normal financial decisions about the

profitability or the future of a company.
The statutory method of accounting, for example, shows that National Home

"lost" $17 million in 1971, whereas generally accepted methods of accounting
show we earned a profit of $13 million. The fact is that during 1971 we invested

$30 million in new business which will produce a minimum of $200 million in

future premiums. Statutory accounting treats this expenditure as a total loss,

and thus reduces a $13 million gain to a $17 million loss.

We believe that companies should be required to comply with statutory ac-

counting rules for regulatory purposes, but we also think that such accounting
should not be used for purposes for which it was never intended.

The actuaries and managers of a company must look at results by year of

issue. Combined figures for all years of issue as given by the Annual Statement
are not significant in determining the reasonableness of premium charges, the

profitability of the business, etc.

On the next four (4) charts, I have shown the ratio of claims to premiums
for the three insurance companies owned by National Liberty Corporation.
Chart 5 shows figures for National Home of New York. This company was
formed in 1971 and commenced writing business on August 11. 1971. As we
would expect the loss ratio in the first year will be low and is 28.2%. The ratio

of claims to premiums will rise for this company as the business matures.
The policies issued in this company will have a cumulative payout of 60-65%

of premiums for business issued above age 60 and a ratio of 60% for ages at issue

below age 60 and qualify for an A-f rating in New York.
Chart 6 relates to National Home of Missouri. National Home of Missouri

was purchased by our Group in 1969. During 1969 it earned $11 million of
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premium income and during 1971, $52 million. The loss ratio as you can see is also

low 45.3%, because the business is relatively new (largely written since 1969).
The loss ratio, depending upon how much new business is written, will rise with
each additional year of business added. Chart 7 is for National Liberty Life.

This is the first insurance company owned by our Group. It started writing busi-

ness in 1963. As a group, however, we have not written much mass-marketed,
direct-response business in this company since the acquisition of National Home
in 1969. Its business is therefore more mature than that of the other companies
in the National Liberty Group. For National Liberty Life the loss ratio had in-

creased to 62.6% by 1971. It will continue to rise with passing years.

Chart 8 shows the claims experience for the National Liberty Group combined.
This shows how the loss ratio has increased over the years due to the maturing
of business, despite our high proportion of new business."

Chart 9 shows the experience during 1971 for the years of issue, 1960, 1965 and
1970 for all National Liberty companies combined. These figures show very
clearly that as the business ages, the ratio of claims to premiums increases from
27.4% to 77.0%. To show what happens in an Annual Statement when all figures
are combined, I have combined at the right hand side just the years 1970 and
1960. The large amount of premium on the new business as compared to the
premiums on 1960 business causes the overall loss ratio to approximate the ratio

for 1970 taken individually or 31.7%. The experience of both years is in line with
what was anticipated in premium calculations. However, if you look at them com-
bined, they would give the impression the company was paying out a very small
part of its premium in claims. Let me say that if you were to look at the Annual
Statement of life insurance companies and examine the results on individual life

insurance, you would see precisely the same kind of results.

In substituting facts for impressions, the Annual Statement figures do not tell

whether the contracts are in fact paying out little or much in claims. They do
demonstrate clearly that the Annual Statement should not be used to determine
the fairness of premium charges without analysis of the detailed underlying
figures.

If our company were to pay out somewhere between 70-80% of premiums in
claims as the figures show up in the Annual Statement (as is suggested by some),
it would be necessary for us to request an increase in premiums quickly and
frequently. If this were not done, the company would become insolvent in a
matter of a few years for loss ratios would soon exceed 100%.
Our policies are fairly priced relative to both our competition and other forms

of insurance, i.e., group and Blue Cross coverage.
I herewith hand to the Committee, and ask that it be included in the record

of this hearing, a study by National Liberty of comparative costs and benefits
of a representative number of companies that market the same kind of cover-
age. Some of these companies are engaged in mass marketing, while others dis-

tribute their products through agency organizations.
The study is a complex one making detailed comparisons of premiums and

benefits, but this is the only way fair comparisons can be made of the various
policies.

Our studies show that coverage granted by the National Liberty Group of

companies in general gives more coverage at lower cost than any of the others.

Among the principal reasons for this are the fact that National Liberty has
been able to achieve substantial economies in its operations and has had con-

fidence in its actuarial assumptions because of the broad base over which its

costs and risks are spread. The company, in determining premium rates, as-

sumes average rates of experience as to morbidity and mortality, and the more
business a company writes the more probable it is that the company will have

average experience. Similarly, the larger the base the greater the economies.

We have been able to acquire a broad base, and consequently economies, by a

concept approaching group insurance for the masses.

In this connection, we are of the view that the consumer would be bene-

fited if more persons were eligible for some form of group coverage. However, our

Company and others have been hindered from oiTering coverage on a group basis

rather than on an individual basis by restrictive state laws. These restrictions

are generally at the insistence of agency organizations which wish to protect

what they assume, wrongly, we believe, to be their best interests.

3 The reason for 1963 being as high as It is has to do with a reinsurance method of

financing the company in its formative stages.
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STANDARDIZATION OF POLICY FOEMS

You have asked whether there should be standardization of contracts within
the industry. I think this would be extremely unwise. Americans in general
have expressed themselves emphatically that they do not wish to be treated as
just another punch card. They are individuals and wish to be treated as such.
It is a mistake to assume that you can put the specific health care needs of all
Americans into a few standardized policies.
America is a large and diverse nation. Its people are individualists, their fi-

nancial capacities are as dissimilar as are their faces. It would be extremely
unwise for any small group of people to "decide" what the other members of our
society may or may not have in hospital care or the insurance coverage to provide.

Just this year in Pennsylvania in another insurance field, the Commissioner of
Insurance decided that everyone must have at least a $100 deductible in his fire
insurance policy. This is fine with me as an individual. I have always had such a
deductible provision. However, there are a great number of people in Pennsyl-
vania—people at the lower end of the economic scale—who cannot afford a loss
of even $100. They would prefer to pay the $7 required for this benefit on a
yearly basis. However, the Insurance Commissioner says "No"—and there is

nothing we can do about it. It is a form of paternalism that was rejected by the
people when practiced by management and should be rejected when practiced by
Government.

If benefits are properly explained, there is no need to limit the number of poli-
cies or restrict the individual's ability to take care of his precise needs. We
should attack the real problem which is proper disclosure, so that an individual
can make an informed choice, and not try to legislate control of the number of
different policy forms, provided, of course, that benefits offered by different poli-

cies offered meet standards of fundamental fairness and reasonableness.

REGULATION OF RATES

You have asked whether accident and health insurance rates should be
regulated.
The Insurance Industry is already one of the most regulated industries in

the United States, and this includes accident and health insurance rates. Regu-
lation evolved in the various states for very valid reasons.

National Liberty is in favor of the effective and responsible regulation of

insurance companies as being in the public interest. If present regulation by
the states is not considered adequate, then additional guidelines should be estab-

lished by Congress to increase the effectiveness of the existing state regulatory
system rather than to add a Federal system. This would mean Federally man-
dated minimum standards to be administered by the states.

With particular respect to the regulation of premiums, there is currently

sufficient control ; especially in the area of individual policies. There is genuine
rate competition and further, through State Departments' stipulations of accept-

able loss ratios, rates are implicitly regulated.

ADVERTISING

Questions have been raised in this hearing whether advertising expenses in-

curred by mass merchandising insurance companies are too high and whether
advertising content is deceptive.

Advertising is, of course, the sales tool—the agent, so to speak—for mass
marketed insurance, and as one witness testified, health insurance must be
sold. (See N.A. p. 152.) Our costs of distribution (including all advertising and
marketing overhead) are only about half those incurred by agency oriented

companies.
As to content, our advertising is subject to precise guidelines in every state

and to review and prior approval by many. If state regulation is ineffective,

review by the FTC is an available alternative.

Is the use of a testimonial fair or is it deceptive? Does the fact that the ads
accentuate the positive make them misleading?
We believe that in.surance advertising, like the advertising for other products,

has a right to sell and be persuasive. I doubt that you will find an insurance

agent coming to your door and saying, "I would like to sell you a policy, but I

want to emphasize that it will not cover stays in the hospital beyond 30 days,

the first 20 percent of all stays over 10 days, and, by the way. if you buy this

policy from me I will get a commission equal to one-half of the first year's
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premium plus a share of all renewal commissions"—and yet it has been sug-
gested by some that insurance advertising should be loaded with warnings and
negatives that to us are an insult to the intelligence of the consumer.
We live in a free enterprise system which is built on the right to sell a product

positively and on its merits. We do that with our insurance products. We spell

out the limitations and exclusions clearly so that the consumer who reads only
the bold print will know what he is buying. As a matter of fact, because we
sell through advertising, everything we say is in print and therefore misunder-
standing is minimized. In all our ads the policyholder is given an opportunity
to examine the policy, and if he is not satisfied he may return it to the company
at no cost to him.
Do our ads exert undue pressure to buy? Let me ask you whether or not you

could pressure a person into purchasing a product better in person or through
a printed word? It is obvious that face to face selling has greater impact than
the printed page or a TV commercial.
The final point I would like to make about our advertising is that in many

states, including our home state of Pennsylvania, we have for years been sub-

mitting our ads for approval prior to their publication. We make changes sug-

gested by the Departments and we have letters releasing the ads as being "not
objectionable." It is puzzling to have our ads and commercials called "mislead-

ing" by the very individuals who approved them before use.

There will always be some who do not understand fully, of course, and we are
anxious to cooperate with the Insurance Departments to improve our ads and
thus reduce misunderstandings to a minimum. But we feel there has been an
over-reaction on the part of a few who don't really understand the mass market-
ing and supplemental coverage concepts—and one of my purposes today is to

explain them to you briefly.

PREPAID GROUP PLANS

Experience with prepaid group practice plans offers dramatic evidence that

they can make a significant contribution to limiting health care costs by dis-

couraging overutilization of health care facilities. (See e.g. N.T. pp. 347-349.)

Under a prepaid group plan the doctor and his patient both have built-in incen-

tives to use the most economical medical facilities and services, which are con-

sistent with maintaining good health. Utilization of in-hospital care is reserved

for those situations which require it. The provisions of many present health

insurance contracts which schedule benefits according to treatment procedures

may tempt some to overutilization of. for instance, surgical and x-ray services.

The typical hospital indemnity policy offered by the National Liberty Group does

not have a similar tendency because benefits are not a function of treatments

performed.
We as a company have sought to encourage the Group practice of medicine in

the Pennsylvania area, and we are presently cooperating with several groups

which share our interest. However, it seems to me that this effort must be

mounted nationwide and needs the involvement of the Federal Government.
Currently, the emphasis of insurance coverage is to take care of people after

they have become ill. The new emphasis will have to be placed on keeping people

well.

To me, the problem is not devising a new system of health care delivery, how-

ever, but rather how do you move from the present system to the proposed. This

will not be accomplished until the medical profession, the hospitals, the insurance

industry, the employers and the Government collectively agree to work together

for the good of the consumer. The health care system can and must be monitored

by itself and by cooperating institutions including the insurance industry.

MASS MERCHANDISING

Our particular approach to selling Supplemental coverage is through the me-

dium of mass merchandising, i.e., through the newspapers, television, radio and

the mails. Unlike other insurance our advertising expenses are the only market-

ing expenses incurred in connection with our supplemental hospital policies. We
have no sales promotion or agents' commissions to pay.

Mass merchandising of insurance products is the trend of the future. Not only

will our companies be selling accident and health insurance, but large amounts

of auto and life insurance as well.
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A company employing mass merchandising techniques can penetrate a market
in a relatively short period of time, say a month ; whereas, under traditional

agency organization techniques, it would require decades to do the same job.

Not only can the job be done much more rapidly ; but the fact is that the cost

of distribution of a block of business is approximately half of that incurred by
agency oriented companies.
There are less than 200,000 licensed agents selling individually marketed basic

health insurance policies in the United States. Disproportionately few serve the
rural, small town and inner-city markets. Large segments of our population are
not, therefore, presently reachable through conventional insurance approaches
and, even where agents are available, it appears that it has not been economically
feasible to serve those in the lower income brackets on a person-to-person basis.

Mass marketing techniques can and do service these areas and groups of people.

Dr. Herbert Denenberg, former Professor of Insurance at the Wharton School
and now Insurance Commissioner of Pennsylvania, had the following to say in

1970 regarding mass merchandising :

"If the arguments now being urged against mass-marketed property and
liability insurance had prevailed in life and health insurance, those lines of

insurance would be much more primitive than they are. If wide-spread insurance
coverage is assumed to be socially desirable, as a way to stabilize both individual
and social life, the growth of mass marketed insurance is especially valuable,

at least under appropriate circumstances, because it can bring the techniques
of the 20th century—the savings of the assembly line—into a business that
historically has had all the efficiency of the medieval artisan. Greater efficiency

can bring not only economies but more effective spreading of risk, and conse-

quently better and more nearly universal coverage, as well as other incidental

advantages.
Yet despite what seem to be clear benefits of mass marketing in many situa-

tions, there has been constant opposition from special interest groups, as always
clothing their arguments in the sanctity of the public interest." (emphasis
supplied)
The number of people covered by some form of individual health insurance

issued by the private sector was almost 46 million at the *nd of 1971—an in-

crease of 21% in five years. Of this total, approximately 1.6 million were
insured by the National Liberty Group of companies—more than triple the num-
ber covered five (5) years earlier. Thus, National Liberty, through new concepts
in marketing methods that reach nearly everyone, has been able to increase the

number of Americans covered by some form of health insurance at a much
greater rate than the companies operating along more traditional lines. We be-

lieve that this evidence of the rapidly increasing acceptability of our product
and of our mass marketing concepts demonstrates that we are rendering an im-
portant public service. And I want to reemphasize that our companies offer

coverage to everyone regardless of age, race, color, sex, creed, condition of health
or occupation. We do not try to take the "cream off the top."

I submit that traditionally marketed group and individual hospital expense
reimbursement insurance, although vitally important, does not and cannot meet
the needs of all citizens for adequate protection against the cost of catastrophic

or serious accident and illness.

Supplemental Hospital Indemnity Insurance helps meet the many uncovered
costs directly related to and incidental to health care, and services all segments
of our society. The fact that this segment of the Industry is growing so rapidly
indicates that it is fulfilling an important need. There will remain many such
uncovered costs regardless of what may come in the future under a National
Health System.
We at National Liberty, as a leader in the mass-marketing field, feel that we

are supplying an important supplemental coverage that cannot be supplied eco-

nomically in any other way.
Let me again say I appreciate this opportunity to ex-plain some of the factors

of health insurance that give rise to questions in the mind of the public. I shall

be most happy to try to answer any questions you may have.
Thank you.
June 6, 1972.
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National Home Life zAssurance Company

comparative rates and benefits

The policies of the various companies in the health and accident field vary

widely in coverage and thus can be evaluated only by a comparison of the prin-

cipal premiums and benefits,.

Our premiums at most age brackets are below the premiums of other direct

marketing and agency structured insurers selling to the general public. Further-

more, our policies contain additional benefits which we believe, with the premium
advantage, give our policyholders considerably better overall values than could

be obtained from our principal competitors.

Those added values include level premium lifetime rates, as distinguished

from limited term or "step" rates, dismemberment benefits, waiver of premiums,
elimination of waiting periods and. at many age levels, higher and broader cov-

erage and longer confinement periods than most comparable policies.

Compared with the values given by agency structured insurers, we are able to

pass on economies resulting from our modernized mass marketing techniques.

Attached are schedules comparing our basic policies and those of 8 majOr
agency companies and 3 major direct marketing companies in the accident and
health field.

Policies of some of our competitors indicate premium advantages in a few
age brackets. These advantages are more apparent than real, however, for in

most cases the policies are not guaranteed renewable (and appropriately re-

served), or the benefits are not comparable.

COMPARISON OF PREMIUMS AND BENEFITS OF HOSPITAL INDEMNITY POLICIES

NATIONAL HOME AND AGENCY COMPANIES BASIC PROVISIONS

Employer's
Life Insurance Life Insurance

Co. of Hartford Co. of

National Home America Insurance Group Virginia

NHlO-669 L1952 No. 7219-5 6320-4-67

Annual premiums: __ . ^.,^ ,„-,

,

Single child: to 18 - - -.-$22.16' Eacf) cfiild $9.23.'

$17.67 (to 20)

35.48.

All children:

to 18 $27..: -..-

19to24 $48 -. $50.532 J36.12 $44.88.*

25to29
'"'

$48.

_

-.. $50.53 $39.97 $49.15.

30to34..
"

$48 _ $53.90.... $43.75 $54.

35 to 39 $48 $64.03 $47.92 $58.86.

40to44 $48 $68.97 $52.35 $62.72.

45to49 $55 $77.25 $57.23 $66.58.

50 to 54" ""'.;. .'. $63.50 $86.37 $63.24 -.- $72.48.

55 to 59 $69.50 $96.86 $72.21 $78.37.

60 to 64 $69.50 -

65 to 69 $69.50 -

70 to 74 _- $69.50 -

75 to 79 $83.50

80 or over $97.50

Maternity $13.50 -

Hospital weekly benefit:
, ..., ^^, .

Children $360 monthly... $600 monthly 2.. $600 monthly... $600 monthly.'

Adults:

16to24 $600 monthly ...do do Do.

65 and over _ -.. $300 monthly'.. $300 monthly do Do.

Maternity (if husband and wife are covered). Yes Yes No Yes.

Premium (level or step-rate) Level Level Level Level.

Aggregate limit per adult None _.. 52 weeks 52 weeks 52 weeks.

Policy underwritten (added waiver) No Not known Not known Not known.

Preexisting conditions covered after _ 2 years — do do Do.

Workmen's compensation exclusion No _-. Yes Yes — Yes.

Renewal agreement, renewal warranty, guar- Life For life Toage65* Toage65.

anteed renewable. , .

Accident coverage begins 1st day 1st day 1st day 1st day.

Sickness coverage begins do do do Do.

Additional restrictions (v-

Footnotes at end of table.
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COMPARISON OF PREMIUMS AND BENEFITS OF HOSPITAL INDEMNITY POLICIES-Continued

NATIONAL HOME AND AGENCY COMPANIES BASIC PROVISIONS—Continued

North American
Co. for Life and Bankers Life Continental

National Home Healtti Casualty Casualty

NHlO-669 PC1121 GR 755A P161377A

Annual premiums:
Single child: to 18 $25.76 i $18.26 i $13.11.

Ail children:

0tol8 - - ---- $27 -

17 to 24 - $48.. ._ $40.852 $38.392 $29.33.2

25 to 29 $48 $40.85 $58.63 $45.54.

30 to 34 $48 $40.85 $69.30 $49.60.

35 to 39 $48.... -. $54.70 $69.30 $53.82.

40 to 44 $48.. $54.70 $79.20 $60.72.

45to49 $55... ..$58.83 $79.20 $67.42.

50to54 $63.50 $65.68 $89.87 $75.90.

55 to 59 . $69.50 $71.25 $89.87 $85.56.

60 to 64 - $69.50 $78.59

65 to 69 $69.50 $96.93 ..- (Policy fee $6
payable

once).

70 to 74 $69.50 $124.62..

75 to 79 $83.50 - ---

80 or over $97.50

Maternity $13.50. -.-

Hospital weekly benefit:

Children - $360 monthly... $600 monthly.'.. $600 monthly 2.. $600 monthly.2

Adults:

16 to 64 -- $600 monthly do ..do Do.

65 and over -_. $300 monthly 3 do do ..- Do.

Maternity(if husband andwifearecovered). Yes No Yes.nottoex- No.

ceed $50.

Premium (level or step-rate) Level Level Level Until age 65.

Aggregate limit per adult None 52 weeks Not known 52 weeks.

Policy underwritten (added waiver) No. Not known do Not known.

Preexisting conditions covered after 2 years do do... Do.

Workmen's compensation exclusion ..- No Yes Yes Yes.

Renewal agreement, renewal warranty, guaran-

teed renewable Life At option of To age 65 To age 65.

company.

Accident coverage begins 1st day 1st day 1st day 1st day.

Sickness coverage begins ...do do. do. Do.

Additional restrictions None 6 months' 6 months' 6 months.'
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COMPARISON OF PREMIUMS AND BENEFITS OF HOSPITAL INDEMNITY POLICIES—Continued

NATIONAL HOME AND AGENCY COMPANIES BASIC PROVISIONS—Continued

Reserve Life Western &
National Home Insurance Co. Southern Life

NHIO 669 GHR-5 Insurance Co.

315

Annual premiums: „„„,
Single child: to 18 - - - $14.80 $30.67.i

All children:

0tol8 $27 -
17to24 - $48 $37.132 J44.22.«

25to29 - - - $48— - $59.46 $51.46.

30to34 - -- $48 $59.46 $54.32.

35to39 - --— $48... $59.46 $61.19.

40to44 - $48 $59.46 $68.08.

45to49 $55 $50.43 $73.03.

50 to
54'"

- $63.50... $61.39 $77.84.

55 to 59 - - $69.50 $61.39

60to64 . $69.50 $61.39.

65to69 . -. $69.50 $91.55

70to74 $69.50 $91.55

75 to 79 .-u...i $83.50 $132.28

80 or over i-Uc.£a? $97.50 (Policy fee $6

I ... 'i :,i payable

once).

Maternity ^.;iii.ava-..-,^W.tj>ftn3-a3&J-^.----.-r^^r- $13.50

Hospital weekly benefit:

Children .-2 -jUu .-. $360 monthly... $600 monthly 2.. $600 monthly.^

Adults:

16to64 --- $600 monthly do Do.

65 and over.. $300 monthlys do Do.

Maternity (if husband and wife are covered). Yes No Yes.

Premium (level or step-rate) - - -.-. Level Level Level.

Aggregate limit per adult .- -- -.-. None 100 days 26 weeks.

Policy underwritten (added waiver) -. No _._ Not known Not known.

Preexisting conditions covered after. 2 years do

—

Do.

Workmen's compensation exclusion No.. No Yes.

Renewal agreement, renewal warranty, guaranteed renewable Life For life To age 65.

Accident coverage begins 1st day.... 1st day 1st day.

Sickness coverage begins do do Do.

Additional restrictions None 6 month wait 6 month wait

for TB, for hernia.

Cancer, hemorrhoids
diabetes, adenoids,

disease appendix

of heart, gall bladder,

circulatory tonsils, female
system and generative

hernia. organs.
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COMPARISON OF PREMIUMS AND BENEFITS OF HOSPITAL INDEMNITY POLICIES—Continued

NATIONAL HOME AND AGENCY COMPANIES BASIC PROVISIONS—Continued

National

Home,NH10-669

Union Fidelity Beneficial Stand-
Insurance Co., ard Life

1-525 AL-833 medical

Annual premiums:
All Children:

0tol8....
17 to 24...

25 to 29...

30 to 34...

35 to 39...

$20.50
$38.50
$38.50
$38.50
$38.50

40to44 $38.50

45 to 49 $42.50
50 to 54 $48.50
55 to 59 $55.50

60 to 64 $55.50

65 to 69 $55.50

70 to 74 $55.50

75 to 79 $62.50

80to84 $69.50

85 and over $83.50

Maternity - $13.50

Hospital weekly benefit:

Children $360 monthly...

Adults:

16 to 64 $600 monthly...

65 and over $300 monthly!

Maternity (if H. and W. are covered) Yes

Premium (level or step-rate) Level

Aggregate limit per adult None
Policy underwritten (added waiver) No
Preexisting conditions covered after 2 years

Workmen's compensation exclusion No —
Renewal agreement renewal warranty guaranteed renewable Life

Accident coverage begins 1st day

Sickness coverage begins 4th day
Additional restrictions None

Individual plan,

$50.' Husband/
wife, $75.

1

parent, $53.

All family,

$78.

•16 to 39, $43.50.'

40 to 49, $54.

50 to 69, $66.50.

70 and over $88.50.

$12.80

$300 monthly... $100 monthly.

Single/husband Single/husband

$600, wife $450. $600 monthly,

wife $300
monthly.

$3008...
Yes Yes.

Level Level.

240 weeks 156 weeks.
No Yes.

2 years 2 years.

No No.

Life To age 65.

1st day 1st day.

4th day 4th day.

30 days and 6 _

months.'

1 Average rate of male and female.
3 Normally sold on weekly benefit basis; has been adjusted to make equivalent to $600 monthly basis.

3 For 90 days, $600 thereafter.

* Coverage terminates for spouse when reaching age 65.

< Six month waiting period for removal of tonsils, adenoids, conditions of female generative organs, hemorrhoids or hernia.

< Six month wait for hernia, TB, heart disease, hemorrhoids, tonsillitis, adenoids, appendicitis, disease of operative organs.

' Factor: Annual rate 10 times monthly.
• For 60 days, $600 thereafter.

> Thirty day waiting period for new illnesses after effective date of policy; 6 month waiting period for TB, gallbladder

disorder, diabetes, cancer, heart circulatory, hernia, sickness resulting in surgery, and diseases of generative organs.

COMPABISON OF PREMIUMS AND BENEFITS OF HOSPITAL INDEMNITY POLICIES

ADDITIONAL BENEFITS
National Home—All Plans

Nurse-At-Home-Benefits—$400 month for home confinement following 5 con-

secutive days of hospitalization, but not to exceed the preceding hospital

confinement.
Waiver of premium after 8 vpeeks in hospital.

Double benefits for husband and wife if confined simultaneously as a result of

injury.

Dismemberment : $2,000 maximum benefits.
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Agency companies

Employer's Life Insurance Company of America.—Coverage for mental or

nervous disorder not to exceed 4 vpeeks, then ^ benefits for 48 weeks.

Hartford Insurance Group.—None.
Life Insurance Company of Virginia.—None.
North America Company for Life and Health.—None.
Bankers Life & Casualty.—None.
Continental, Casualty.—None.
Reserve Life Insurance Company.—None.
Western d Southern Life Insurance Company.—$5000 Main Insured; Travel

Accident Death Benefits : Principal Sum $5000 ; $1000 for other covered family

members.

Direct marketing companies

Beneficial Standard Life.—Convalescent benefits for same period in hospital

for which benefits were paid: Individual Husband $300; Wife $150, none for

children.

Classified Insurance Corporation, Wisconsin.—None.
Union Fidelity Life Insurance Company.—None.

Supplemental Hospital Insurance and the Public Interest

NATIONAL home LIFE ASSURANCE COMPANY (OF MISSOURI)

NATIONAL LIBERTY LIFE INSURANCE COMPANY (OF PENNSYLVANIA)

NATIONAL HOME ASSURANCE COMPANY OF NEW YORK

Subsidiaries of National Liberty Corporation

Ancient wisdom instructs us that good health is more precious

than rubies. Universal good health is the objective of the medical
sciences and access to adequate health care for everyone is a national

goal. Mass marketed supplemental hospital insurance is important if

we are to reach this goal. This paper will demonstrate how this newly
developed private insurance product serves the public interest.

The valuable contributions of Buist M. Anderson, Esq., John H. Binning, Esq.,

John R. Maloney, Esq., Nicholas M. Monoco, Esq. and Prof. Alan Miles Ruben,
who collaborated on the preparation of this position paper, are gratefully

acknowledged.

THE NEED FOR SUPPLEMENTAL HOSPITAL INSURANCE PROTECTION

While 80 percent of the population under 65 has some private health insurance
and Medicare provides some protection for 95 percent of the elderly, the inade-

quacy of benefits is generally recognized as a serious national problem. The
fact is that most families are insufficiently protected against serious illness and
accident.
As shown in the following graphs the cost of medical and hospital care in

America has risen more rapidly than any other major sector of the economy.
Significant but costly advances in medical technology coupled with severe and
persistent inflation in the price of traditional services and facilities has put the
cost of catastrophic and even major illnesses beyond the financial capacity of all

but our wealthiest citizens.
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PERCENTAGES OF VARIOUS CATEGORIES OF HEALTH CARE SERVICE
EXPENSE NOT COVERED BY INSURANCE OR PAID BY THE GOVERNMENT

HOSPITAL CARE 19%

SURGICAL SERVICES 21%

IN-HOSPITAL VISITS 30%

X-RAY AND LAB 35%

OFFICE & HOME VISITS 57%

DENTAL CARE 95',;

PRESCRIBED DRUGS 52'/,

NURSING HOME CARE 87-;

PRIVATE DUTY . .52^:

VISITING NURSE SERVICE 47?;

FROM "BASIC FACTS ON THE HEALTH INDUSTHY" PREPARED BV THE STAFF OF THE COMMITTEE ON
VVAYS AND MEANS OF THE UNITED STATES HOUSE OF REPRESENTATIVES. FOR PERSONS UNDER 65

IPACE 961
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NATIONAL LIBERTY GROUP ANTICIPATED CLAIMS RATIO

(SUPPLEMENTAL HOSPITAL INDEMNITY]



S48MM

$40MM

$32MIVI

S24MIV1

$16MIVI

$ 8MM
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NATIONAL HOME LIFE ASSURANCE COMPANY

RELATIONSHIP OF INCURRED CLAIMS TO EARNED PREMIUMS

YEAR

EARNED

^ PREMIUMS

INCURRED

CLAIMS

PERCENTAGE
RELATIONSHIP
OF INCURRED
CLAIMS TO
EARNED PREMIUMS
45.3%

Chart '6

NATIONAL LIBERTY LIFE INSURANCE COMPANY

RELATIONSHIP OF INCURRED CLAIMS TO EARNED PREMIUMS

EARNED PREMIUMS

incurred
clain:s

PERCENTAGE
RELATIONSHIP OF
INCURRED CLAIMS
TO EARNED PREMIUMS



S70MM

S60MM

S50MM

S40MM

S30MM

S20MM

S10MM

PERCENTAGE
RELATIONSHIP OF
INCURRED CLAIMS
TO EARNED PREMIUMS
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NATIONAL LIBERTY GROUP
RELATIONSHIP OF INCURRED CLAIMS TO EARNED PREMIUMS

NATIONAL LIBERTY GROUP
RELATIONSHIP OF INCURRED CLAIMS TO EARNED PREMIUMS

EARNED
PREMIUMS

INCURRED
CLAIMS

Chart s

PERCENTAGE
•RELATIONSHIP OF
INCURRED CLAIMS
TO EARNED PREMIUMS

1960

77.0%

1965

53.4%

EARNED PREMIUMS

INCURRED
CLAIMS
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Obviously the shifting of the risk of loss due to serious illness from the indi-

Tidual to the group through the insurance principle is an imperative of our

society. Yet, of the $67 billion spent on health care in 1970 only $16 billion (24

percent) vras paid bv insurance benefits while a staggering $25 billion (40 percent)

was paid by individuals directly out of current income or savings. The percent-

ages of various categories of health care service expense not covered by insurance

or paid by the government are given below

:

Percent Percent

Dental care 95

Prescribed drugs 52

Nursing home care.

Hospital care 19

Surgical services 21

In-hospital visits 30

X-ray and lab 35

Office and home visits 57
Private duty nursing 52

Visiting nurse service 47

Source • From '"Basic Facts on the Health Industry" prepared by the staff of the Com-
mittee on Ways and Means of the United States House of Representatives. For persons

under 65—1969. (Page 96)

The limited role of traditional forms of health insurance protection in meeting

health care costs may be attributed to four key factors

:

1. Limitations on eligiUlity for health insurance protection

Although the major portion of hospital expense reimbursement insurance is

offered on a group plan, typically sponsored by an employer, some 25 percent of

the working population is not covered by such plans. In addition, dependents of

covered employees, the unemployed, the self-employed, migrant and seasonal

workers and heads of households not in the labor market may not be eligible for

group insurance protection.

Furthermore, policies written on an individual basis by agents generally require

evidence of good health as shown by a detailed medical history and physical

examination. Manv members of the population cannot meet the relatively high

"underwriting" standards set for the issuance of such insurance and the barriers

to obtaining or maintaining protection on an individual basis increase with the

;,Lf 111 the applicant.
Finally, membership in hospital and surgical benefit plans (Blue Cross and

Blue Shield) may be similarly restricted by limiting severely the "open enroll-

ment" periods.

2. High cost of individual health insurance policies.

The average annual cost of a basic hospital—surgical expense reimbursement

policy is $350. And, the cost rises as age increases, when family coverage is

sought, when the scope of coverage is broadened and if medical history indicates

a greater risk of illness. Accordingly, the lower an individual's income the less

the likelihood of insurance protection. The percentage of persons having some

form of hospital expense insurance, classified by level of income is given in the

following schedule

:

Percent

Under $3,000 36

$3,000 to $4.999 57

$5,000 to $6,999 79

.$7,000 to $9,999 89

$10,000 and over 92

Source : Basic facts on the Health Industry, supra. For persons under 65—1968.

(Page 98)

S. Gaps, limitations and exclusions in coverage afforded hy traditional hospital

expense reimbursement insurance

Virtually all forms of hospital expense reimbursement policies contain internal

limits of the amount of benefits which will be paid with respect to various cate-

gories of hospital charges. Most such policies provide no coverage at all for a

number of common medical and hospital services. Even the so-called "major

medical" insurance policies provide that the insured must pay the first $500 of

covered expense (the "deductible") and serve as "co-insurer" for up to 25 percent

of covered charges incurred above the "deductible" limit. Finaiiy. then^ are a

multitude of additional expenses occasioned by accident and illness which are

thought to be too peripheral to be covered under any form of hospital expense

reimbursement policy. These include such items as cab fares to the hospital,

non-prescription medications, loss of income when breadwinner is hospitalized

90-319—73—pt. lA 3
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and household help when the housewife-mother is hospitalized. Taken together,

these unreimbursed expenses associated with hospital confinement for illness or
accidental injury may be overwhelming even for one with substantial insurance
protection.

4. Limited access to agency marketed insurance

There are less than 200,000 licensed agents selling individually marketed basic
health insurance policies in the United States. Disproportionately few serve the
rural, small town and inner-city markets. Large segments of our population are
not, therefore, presently reachable through conventional insurance approaches,
and even where agents are available, it is just not economically feasible to serve
those in the lower income brackets on a person-to-person basis.

As the foregoing analysis makes abundantly clear, traditionally marketed
group and individual hospital expense reimbursement insurance does not and
cannot meet the needs of all citizens for adequate protection against the cost of
catastrophic or serious accident and illness.

THE RISE OF MASS MARKETED INDIVIDUAL HOSPITAL INDEMNITY INSURANCE

Hospital indemnity policies marketed through the mails and offering fixed
cash benefits for each day the insured is confined to a hospital have been avail-
able for many years. However, it was not until the past decade that, spurred by
rising medical costs and tightening underwriting standards, this form of in-
surance developed into a true mass marketed product and its volume became
substantial. Today, over 50 percent of all new issues of individual hospital poli-

cies are of the mass marketed, supplemental indemnity type. Over 800 companies
provide supplemental hospital indemnity coverage, but 90 percent of the busi-
ness is written by only 12 carriers. Of these, the National Liberty group of
companies is not only the pioneer, it is also the acknowledged industry leader.

Statistics are not available for comparison of the growth of mass marketed
supplemental hospital insurance with the growth of health insurance generally,
but the experience of the National Liberty Group would probably be fairly
representative and a comparison of its increase in persons covered over the past
five years with the total number of persons covered by insurance companies un-
der individual and family policies is as follows :

Total National liberty group

Cumulative Cumulative
Persons percent Persons persons Annual
covered increase covered increase premiums

Year:
1967- _ _._ 137,908,000 511,900... $21,941,000
1968 '39,709,000 5 578,400 13 25,210,000
1969.__ .__ 141,469,000 9 704,300 38 33,241,000
1970 143,480,000 15 1,057,000 107 44,684,000
1971 _ J 45, 869,000 21 1,579,600 209 65,683,000

1 From Health Insurance Institute "Source Book of Health Insurance Data," p. 16, as supplemented.
2 Estimate.

THE CONCEPT OF MASS MARKETED SUPPLEMENTEDAL HOSPITAL INDEMNITY
INSURANCE

Initially insurance against the financial risk of hospitalization was written
by agents on an individual basis. This kind of protection typically requires each
application to be "underwritten" after consideration of a detailed medical history
and often a medical examination. If an applicant is ill at the time, or has had
an illness that is likely to recur, the application will be rejected, the illness will
be excluded from the policy, or, if covered, a penalty premium will ordinarily be
imposed, often so high as to make the price of the policy prohibitive. Such under-
writing, of course, serves to avoid bringing into the insurance mechanism pereons
who iiresent unreasonably high risk of loss. But the combined cost of agent solici-
tation expense and commission and individual underwriting is obviously very
high and must be reflected in the premium charge.
At a later date, in response to the need to reduce the cost of vital hospital

protection, the group insurance policy was developed. Relying upon a normal
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distribution of risk inherent when a large number of individuals, associated

together for reasons other than the purchase of insurance, are given coverage

at one time, the group policy avoids the necessity for expensive individual under-

writing. Costs are further reduced by elimination of the ordinary agent's com-

mission on the acquisition of the business and through certain economies in

policyholder servicing.

Mass marketed supplemental hospitalization insurance utilizes variations of

the anti-selection and cost saving concepts of true group insurance to provide a

kind of mini-group insurance policy that is as important to the structure of

health insurance protection as the compact car is to the automotive market. As
in the case of group insurance individual policy commissions are done away with

and per policy acquisition costs are pared down through the solicitation of entire

communities through mass media advertising and extensive mail campaigns.

Members of the public are invited to respond directly to the solicitation by mail-

ing an application form and the contract of insurance is completed by the return

mailing of a policy by the insurer. Anti-selection protection against excessive

participation by poor risks is provided by limiting the enrollment period and by

excluding pre-existing conditions from coverage for two years after the policy is

issued. These two techniques are explained in the following sections of this

paper

:

THE ENROLLMENT PERIOD

The urging of individuals to apply for coverage within a limited time span

reduces the opportunities for the adverse selection which is invariably present

when insurance is marketed on a voluntary basis. Such campaigns tend to

draw a higher proportion of average or better risks and a correspondingly lower

proportion of persons with impaired health who tend to seek out coverage. En-

rollment deadlines are .strictly enforced ; late applications are rejected. Further-

more, so that the enrollment period for a product retains its vitality, it is not

repeated in the same market for three months.

EXCLUSIONS OF PRE-EXISTING CONDITIONS

True group insurance contains a number of built-in safeguards against adverse

selection. Thus, in the case of an employer sponsored plan, the persons covered

are working and .so presumably in average good health. Further, if all employees

are not covered minimum participation standards are imposed to a.ssure a rep-

resentative and substantial sized group.

The mass marketed supplemental hospital policy does not have the advantage

of these inherent protections against adverse selection. As an alternative the

policy excludes pre-existing conditions from coverage for the first two years after

issuance. In this respect the policy is similar to the traditional, individually

underwritten contract where in some instances pre-existing conditions are

"waivered" or excluded forever. But unlike the traditional individual contract,

in such instances, the new supplemental policy becomes the e(juivalent of true

group insurance after two years and all claims are thereafter paid regardless of

any pre-exi.sting health condition. The policy's "incontestable clause" prevents

the pre-existing condition defense from being raised after the lapse of the two

year period. And, unlike the individually underwritten contract, the supplemental

policy may not be rescinded by the insurer within this two-year period on the

ground thkt statements made in the application for the policy were false. Thus,

the mass marketed supplemental hospital policy represents a compromise be-

tween individual medical underwriting and pure group anti-selection techniques,

and is a significant advance in making a product very similar to true group in-

surance available to everyone.
The pre-existing condition exclusion is manifestly a necessary aspect of supple-

mental hospitalization in-surance. Without such protection persons already ill

would seek out the in.surance and the cost of paying benefits to such policyholders

would increase to prohibitive levels the premiums payable by the entire group.

Insurance functions to protect the normally healthy person against the illness

certain to occur. Nevertheless. National Liberty is currently testing various lim-

itations upon the pre-existing condition exclusion. The.se experiments involve

excluding only those pre-exi.sting conditions that were actually treated or mani-

fested withinone or two years prior to the issuance of the policy. In addition,

the Company is also testing a one year contestable period as part of its program

to develop desirable alternative insurance products, although perhaps at high

premium charges, based upon creditable actuarial experience.
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Use of the limited enrollment period and pre-existing condition exclusion
as anti-selection safeguards began on a controlled marketing basis in 1964. The
results are now history. National Liberty has been able to offer, on a sound
basis, more coverage to more people for the same premium, or the same coverage
for less premium than is available under any conventional agency or mail order
policy.

THE INDEMNITY FEATURE

Mass marketed supplemental hospitalization insurance provides flat indemnity

amounts as benefits rather than reimbursement of hospital expenses incurred.

The insured receives the benefit value of his policy upon proof of his confine-

ment in the hospital and without proof of payment of specific expenses. The
benefits are paid directly to the insured and the money may be used in his dis-

cretion to supplement other coverages or to meet expenses not subject to insur-

ance protection. Benefits of $20 to $30 per day of hospitalization are paid by way
of weekly or monthly indemnities. The payment of fixed sum benefits has three

important advantages. It limits the Company's potential liability and thus per-

mits it to relax customary .nnti-selection protections while keeping premiums
relatively low. Second, it reduces the expense of claims administration since

there are no itemized bills to be reviewed and verified. And, finally, since benefits

are not tied to specific expenses maximum flexibility is obtained, and the policy

can be used not only to meet costs attendant to serious illness not covered by
other insurance but also to provide a measure of protection to the less advantaged
who cannot afford more costly coverage.

THE PERMANENCE OF PROTECTION

Mass marketed supplemental hospitalization policies are usually guaranteed
renewable for life or to age 75. Benefits are payable for extended periods rang-

ing from two years to life. And, rates cannot be increased for an individual,

regardless of his claim experience, except as part of a state-wide increase. (Na-

tional Liberty has increased its rates only once in twelve years, and on only one

policy form.)
THE PRICE AND THE MARKET

The premimums charged for mass marketed supplemental hospitalization in-

surance range between $3.50 and $10 a month for benefits of from $500 to $1,000

a month in the event of hospital confinement. The average premium is $70 a
year in contrast to the more than $350 paid for the average basic hospital

expense reimbursement policy. It may well be the only policy which a person of

limited means can afford.

Furthermore, the insurance is made available to those who cannot be econom-
ically served by conventional face-to-face marketing techniques. Anyojie who iias

a mailbox or access to a radio, newspaper or television also has access to sup-

plemental hospital insurance.
The typical National Liberty policyholder profile bears out the fact that those

who seek such insurance are by age. income and residence not likely to be can-

didates for traditional health insurance protection

:

A "typical" National Liberty Group policyowner is fifty-five years of age,

married and living with his spouse, employed by someone else in a white collar

job. with a family income of $7,500 and a high school education. He lives in a

town with a population between 10,000 and 25,000 persons, owns the house in

which he is living, has a conservative life style, and travels infrequently.

THE FUNCTION OF SUPPLEMENTAL HOSPITAL INSURANCE

Supplemental hospital insurance is paid when the need is greatest—when
there has been hospitalization establishing the fact of serious illness. It is not
intended to provide reimbursement for basic hospital expense. However, it is

available not only to meet hospital costs left uncovered by other insurance, but
also to defray the many related medical and peripheral costs, including loss of

income, which medical reimbursement policies do not protect against.

MASS MARKETED SUPPLEMENTAL HOSPITALIZATION INSURANCE IN OPERATION

As we have seen, the exclusion of pre-existing conditions for a period of two
years is the chief means of preventing adverse selection of serious proportions.
Without this kind of provision in the policy, it would not be possible to offer

quasi-group insurance to the entire public.
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gaps, deductions and exclusions in their basic coverages. But others, who cannot
afford basic insurance at all, may want to provide at least some relief.

The alternative—standardization of policy form is not atti-active. One pro-

posal would do away with all supplemental coverages not approaching a level

of benefit provided by basic plans. If the consumer cannot afford to buy all the
coverage an insurance department thinks he needs, the proposal suggests he
fcihould buy nothing. But, something is usually better than nothing when it

comes to health protection.
It would be a new and unfortunate role of government to tell the consumer

"What product he is permitted to have and deprive him of freedom of choice. To
the contrary, the need is for the insurance industry to be the innovators in the

mass marketing of insurance so as to broaden the base of coverage available in
providing protection.

NEED FOB AN AGENT

It is sometimes stated that policyholders are confused by "mail order" insur-

ance advertisements and policy provisions. The fact is that there is less chance
for misunderstanding of mass marketed insurance than of insurance sold through
l)ersonal solicitation.

Both the mass marketed policy and the attendant advertising are expressed
in such clear, simple and concise terms that the average layman can understand
exactly what he is buying. Since the advertising, which the buyer is free to

retain, is spelled out in "black and white," there is no opportunity for the kind
of misrepresentation, misunderstanding or ambiguity which can arise in "verbal"
Bales resulting from personal conversation.

Furthermore, it is in the best interests of the mass market insurer that its

policies be concise and easily understood or otherwise they will not be salable,

and if there is confusion in terminology, the subsequent policyholder service

problem will inevitably increase administrative costs.

All policyholders are not "average," of course, and insurance is not a simple
matter. Despite efforts to attain conciseness and clarity in policies and advertise-

ments, some questions about them inevitably arise. National Liberty is meeting
this challenge by installing extensive telephone systems manned by special

operators who are trained to answer inquiries about its policies and who can be
reached toll free, by dialing a special number. This number has already been
supplied to all policyholders in the states contiguous to Pennsylvania and the

system is being expanded to all other areas as rapidly as possible. With this

system it is just as easy to talk to us as to a local agent, and through com-
puters our operators have instant access to policyholder files so that inquiries

usually can be answered in a matter of minutes. We are confident that this

facility will go far in satisfying the need for policy information and advice.

The agent will always be needed in the sale of large, complex policies and to

assist in family estate planning. But in the supplemental hospital policy market,
National Liberty has demonstrated that there is no need for a personal visit by
an agent to explain the simple concept involved.

LOSS RATIOS AND PROFIT MARGINS

National Liberty supplemental hospital insurance premiums are somewhat
lower and its benefits .somewhat greater than those of major competitors,
whether operating through mass marketing or agency systems. Its overall loss

ratios are well within accepted industry ranges and fully comply with "bench-
marks" of the National Association of Insurance Commissioners. The over-

whelming number of companies offering mass marketed supplemental hospital

insurance also adhere to accepted industry standards.
Loss ratios in hospital indemnity insurance, as in life insurance, are low

in the early years and increase as the business ages. Thus, the loss ratios on
business written by National Liberty in 1959-1962 are now running in excess
of 75%. Because we are growing rapidly, however, and a proportionately large
amount of our business is new, our aggregate figures are below ultimate levels

for aged business.
THE INDUSTRY ETHNIC

It has been said that there are over 800 companies now engaged in the mass
marketing of supplemental hospital insurance. Most of these are entirely repu-
table and do an outstanding job in the public interest.
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Perhaps, however, in an industry of this size, it is inevitable that there

may be a few insurers who do not attach paramount importance to the interests

of policyholders. Unfortunately, it is the questionable practices of a few rather

than the sound operation of the many that receive the attention of the press

and regulatory authorities. Exaggerated advertising, unfair and delayed claim
processing and unreasonably low loss ratios cannot be defended. Companies
guilty of such abuses are rightfully made the target of criticism and regula-

tory action. But it is unjust to stigmatize an industry on account of the practices

of the marginal operator.
CONCLUSION

National Liberty has served the health insurance market for more than a
decade. It has made available protection to families not customarily reached
by conventional agency methods because its premiums are low. And even though
the benefits, being supplemental in nature, do not provide complete coverage,

to many policyholders they have meant the difference between misfortune and
disaster.

To summarize, mass marketed supplemental hospitalization insurance has
many advantages

:

Availahility.—Anyone can obtain it—including persons of modest means
who cannot be economically served on a person-to-person basis under con-

ventional agency methods.
Convenience.—No medical examinations are required, the policy being

obtained by filling out a simple application form and sending it through
the mails.
Simple to Understand.—The policies and explanatory advertising are

concise and clear and are easily understood by the average person.

Less Expensive.—Mass marketing methods hold down solicitation costs,

and savings are shared in the form of reduced premiums and increased
benefits.

Better Insurance.—Benefits are based on general group insurance concepts
that eliminate waivers of pre-existing conditions so that new illnesses are
covered immediately and all illnesses—even pre-existing conditions—are
covered after two years.

Mass marketed supplemental hospital insurance responds to a deeply felt

need by a large segment of our population who are inadequately insured against
the major perils of severe or long term accident or illness requiring hospitaliza-

tion. It is the most effective way to reach great numbers of our citizens who
are not within the market served by traditional agency solicitation. It offers

prompt claims payment and a computerized policyholder service department able

to respond immediately to policyholder questions received over the telephone.

It represents health care protection designed entirely for the convenience of

the policyholders.
These conclusions were confirmed by the National Association of Insurance

Commissioners this past December when they adopted the Report of the Industry
Advisory Committee on Health Insurance Advertising (1 Px'oceedings of the

NAIC— , 1972), stating with respect to hospital indemnity coverage:
"This type of coverage is in the public interest and as supplemental coverage

plays an important role in meeting the overall insurance needs of many
individuals."

National Liberty submits that mass max'keted supplemental hospital insurance
is a valuable component of the country's pi'ivate accident and health insurance
system and is in the public interest in these times of health care crisis.

STATEMENT OF ROBEET E. SLATEE, PRESIDENT, NATIONAL
LIBERTY CORP.

iVIr. Slater. INIr. Chairman, I have with me, on my left, Mr. Wil-
liam Patty, who is general counsel of the company.
On my right, ISIr. Donald Kennedy, associate counsel.

In view of the fact that my prepared statement cannot be read in as

short a time as desired, I have submitted the full text in writing, but
I have reduced the material for this oral presentation.
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Senator Hart. Thank you very much for that. We will order the-

statement printed in the record in full. Thank you, sir.

Mr. Slater. I appreciate very much the opportunity to appear before-

the subcommittee to help answer some of the questions being asked

about health insurance coverage.

Ruskins has said that, "The work of science is to substitute facts for

impressions and demonstrations for appearances."

I trust that my remarks today will help to clear up some of the

misunderstanding- currently existing about the health insurance field.

The costs of health care are rising and a significant portion of those

costs—particularly for out-of-hospital services—are being borne

directly by those who are suffering the most. The solution to these prob-

lems are difficult and require the cooperation of Government, con-

sumers, the insurance industry, and the health cai'e delivery system.

One proposal that offers promise is prepaid group practice plans.

My position is explained in my written testimony. I would like,

however, to devote the bulk of my time today to clearing up some of

the misunderstanding that has been created by comparisons of loss

ratios and benefit provisions.

First of all, liowever, let me outline briefly supplemental health hos-

pital indemnity insurance which comprises the vast bulk of accident

and health insurance written b}^ the National Libei'ty Group.
Supplemental hospital indemnity insurance provides speciHc cash

benefits to the policyholder for each daj^ he is hospitalized, and it maT
also provide specific benefits for surgery, dismemberment, nursing
services, et cetera.

The average premium per policy is approximately $70 as compared
to $350 for an individual basic health insurance policy.

Benefits vary from $20 to $30 per day of hospitalization. It is not

basic medical reimbursement coverage. It is supplemental insurance.

Ill fact, our studies show that more than 80 percent of our policy-

holders have other coverage such as Blue Cross or group insurance.

In other words, basic coverage does not cover all medical costs and
individuals obtain additional coverage to help defray the cost of illness

as well as those costs incidental to illness.

Supplemental hospital indemnity insurance is not intended to cover
direct medical costs or the basic health insurance coverages, but
rather the additional expenses not covered because of the gaps, ex-

clusions and limitations of basic coverages, and those expenses inci-

dental to medical costs.

The benefits are, however related to a sta}^ in the hospital, since this

indicates a serious illness and the need for money to meet the costs

incidental to such serious illness.

Although basically a supplement to help fill in the gaps in basic-

coverage, our policies are purchased by some who cannot afford

more costly basic coverages, and for such persons are obviously better

than no coverage at all.

Already made a part of the record is a booklet entitled "Supple-
mentary Health Insurance—Hospital Insurance and the Public Inter-

est" which explains in considerable detail the principles underlying
this newly developed private insurance product, how it is marketed
and how it serves the public interest.

Now the subcommittee has expressed interest in clauses which limit

benefits to the policyholder. The limitations are included in the
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policies primarily to make it feasible to write the business and elimi-

nate the adverse selection that would otherwise be created for the

benefit of the few.

Insurance is primarily a sharing of risk of loss by a group of m-
dividuals to avoid the necessity that each individual assume his own
losses. In order for any kind "of voluntary program to be successful

in a free society, it is necessary to inchide as much individual equity

in the setting of premium rates as is possible.

People do not wish to pay more than a fair share of the total cost.

This is true in almost everything. It is not peculiar to insurance.

Consequently, the cost of life and health insurance, for example,

increases bv age at the time of issue to take into consideration the fact

that it is probable that losses will increase as a policyholder ages.

The same principles apply to health insurance. In order to prevent

anti selection, different methods of underwriting are employed. Each
has been devised for a particular form of coverage.

In Blue Cross and group insurance underwriting restrictions take

a simple form. They typically require that 75 percent of the em-

ployees of a given employer join the plan and that the individual

he at work when enrolled, that is, is in good enough health to be

actively at work.
There is also a limited period of time in which an individual can

enroll. In this way, since all in a particular age bracket pay the same

premiums, they are assured of getting a fair share of the benefits

since all will be in roughly the same state of health.

Under the traditional individual contract a medical examination,

generally, has been required in order to avoid adverse selection; that

is applications for coverage by persons already or chronically ill, since

coverage of such persons would necessarily increase rates mifairly for

those in normal good health.

The carrier underwrites each application, and will charge an extra

premium, waiver out coverage for specific illnesses or deny coverage

when the applicant has known medical problems.

Underwriting on a person by person basis is obviously a costly

procedure.
Under supplemental hospital insurance distributed by mass market-

ing techniques, on the other hand, underwriting is eliminated through

the use of the preexisting condition concept. No medical examinatipn

is required, and coverage for known medical conditions is not "waiv-

ered" or "rated."

A preexisting condition that is manifest, or in some States, treated,

will simply not be covered for a 2-year period.

Coverage, however, is granted to all who sign the application and

pay the premiums. The premium varies only by age. There is no dis-

tinction based on race, color, creed, sex, occupation, or condition of

health.
. .

After the 2-year period, coverage is extended even to preexisting

conditions as though the policyholder's health had not been impaired

at the time of issue.

This simple protection against adverse selection, which is fully ex-

plained in the advertising copy and the enrollment form, makes pos-

sible a form of mass marketed group insurance similar to the group

concept available to everyone, including many who could not be served

economically on a person-to-person basis by agents.
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Some look upon a preexisting conditions clause as a drav/back.

We believe this is because they have not taken the trouble to under-

stand it. Actually, it permits insurance coverage to individuals who
would not otherwise be eligible.

Senator Hart. Mr. Slater, I vronder if as you give us your summary,
it would be possible to refer to the page number in the basic full text

that you are skipping. Can you do that ?

Mr. Kennedy. Mr. Chairman, we have copies of the oral testimony

right over on the dais. We are now on page 5.

Senator Hart. You have copies ?

Mr. Slater. Sorry. We sent up copies of the oral

Senator Hart. That's all right. Fine.

Mr. Slater. Some look upon a preexisting conditions clause as a

drawback. We believe this is because they have not taken the trouble

to understand it. Actually, it permits insurance coverage to individu-

als who would not otherv/ise be eligible—a kind of group insurance
for the masses—and we believe it is a truly important breakthrough
in the insurance concepts.

National Liberty offers policies which provide for first-day cover-

age as well as 3- and 5-day waiting periods. The waiting period pro-

visions are in response to annomicements by many ( including
Commissioner Denenberg and the De]:)artment of Health, Education,
and Welfare) that deductibles were favorable to assist in combating
innflation and eliminating small claims.

Such provisions are in keeping with the traditional purpose of in-

surance—protection against the unusual (rather than the normally
expected) loss. Policyholders may elect, however, to purchase first-day

coverage.

Now several commentators have been qoted in the press and pre-
vious witnesses at these hearings have said that insurers pay out too
little in benefits and in turn have exorbitant profits. The loss ratios

quoted in the context of such stories and comments are usually derived
from 1 year's business, often the experience of policies recently issued.

As such, those statements, and the loss ratios on which they are based,
are misleading.
In addition, a comparison of 1 year of Blue Cross and group insur-

ance loss ratios with 1 year's loss ratio for individual health insurance
policies is equally misleading.

Let me point out to you some of the major reasons for this, and
some of the facts not mentioned at these hearings thus far.

Blue Cross and group insurance in the main are sold to the employer
for the benefit of his employees. Presently rates are not guaranteed

—

premium rates are not guaranteed for any long period of time. In
Philadelphia, for example, in the 1960's, Blue Cross had nine rate

increases and as of April 1, 1972, was granted an additional 19i^-

percent increase by the Pennsylvania Insurance Department. The
Price Commission has just recently approved rate increases in Group
Health insurance for three major carriers on the order of 20 to 30
percent.

To put it in its simplest terms, group insurance is really on a cost-

plus basis and can hardly be called insurance in the true sense of
the word. The employer is even expected to make up any unusual
losses that might occur.
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In contrast, individually issued supplemental health insurance is

guaranteed renewable and premium rates remain constant over long
periods of time. In spite of increasing costs of operation, our com-
panies, for example, have etfected only one rate increase in 10 years.

The expenses of operation incurred by Blue Cross and group insur-

ance carriers are entirely different from those incurred by carries

issuing individual contacts. In Blue Cross and group insurance many
of the expenses of operation are not included in the figures you have
seen.

Most obvious, of course, is the fact that Blue Cross does not pay any
State or Federal taxes. Loss ratios for Blue Cross then are necessarily

increased proportionately compared to those for commercial insurers

which must pay taxes.

A good part of the administrative costs of handling claims, adminis-

trative detail, collection of premiums, and enrollment of new partic-

ipants are paid by the employer and are not included in the carrier's

costs. The overall cost is passed on to the consumer by the employer
even though it does not show up in the carrier's figures.

If these costs were included in the carriers' costs, loss ratios would
decline substantially. All of these are borne by the carriers which issue

individual supplemental health insurance, and thus their reported loss

ratios are proportionately decreased.

The experience of large Blue Cross and group insurance cases ob-

scures the claim payments figures on small group cases. The figures

reported by group carriers are for all the business written by the

companies, and the experience for large cases (because they account

for the bulk of premiums) swallow up the results for small cases.

For small group cases, it is my judgment that exjjense ratios and
claim ratios approximate what we anticipate the cumulative ratios will

be for supplemental indemnity insurance marketed by mass mer-

chandising techniques.

Large group health insurance cases are often sold in conjunction

with group life insurance, and premium rates are determined based on
projections of combined loss ratios anticipated for the life and the

health insurance contracts. Thus, it is possible that loss ratios for some
group accident and health insurance contracts could exceed 100 per-

cent, because the loss from the group accident and health contract

could be recovered by the group life insurance contract and sold

simultaneously.

Now, I am not critical of these practices, but I do believe if compari-

sons are being made, these factors should be taken into consideration. I

am mindful of what former dean of the Wharton School, Dr. Kulp,

said, and I quote.

The materials available for analysis, particularly loss and nnderwrltinj? ratios

are, in the hands of experts, of very little help. The moral is not that loss and
underwriting: ratios are to be ignored, but that the greatest caution is required in

translating them into standards for judging the adequacy and the reasonableness

of premiums.

Now, let me turn to the charts we have prepared relating to the

National Liberty Group of companies.

First of all there is a chart showing expected morbidity rates, and

those that have been actually experienced.

This chart shows that the loss ratios that morbidity experience in-

dicates will occur and are assumed in premium calculations. The ex-
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pected loss ratios are 35 percent in the first and second year, and in-

creases 5 percent a year thereafter.
_ n 1 J

Taking all policy years into consideration, premiums collected and

claims paid for a given year of issue, it is anticipated that the com-

pany will pay out over the life of the business in claims to the policy-

holders 55 to 60 percent of all premiums.

These anticipated loss ratios comply with the regulations ot fetate

insurance departments imposed in connection with policy approvals.

In dotted lines on the same chart is the actual experience of the

National Liberty Group of companies. We have taken all claim experi-

ence by year of issue for the National Liberty companies since I960,

and combined tiiem to get the overall result.

Because of the pecularities of a deviated premium for the first

month of issue in some States, the first and second year experience

has been combined. The first and second years' experience is just

slightly below the expected results; whereas, for all other years, the

actual experience has exceded the anticipated results.

Now, the accounting for life insurance companies is different than

for other companies. The purpose of life insurance accounting, that

is statutory accounting, as prescribed by the State regulatory author-

ities, is to determine the ability of a company to meet its policyholder

obligations if the company were to be liquidated.

Statutory accounting is not the "going business" concept of account-

ing used by corporations in general and by many insurance companies

when reporting for other than regulatory purposes.

In statutory accounting, rather, because of the assumption of liqui-

dations, a company cannot defer any costs since it has no future. Thus,

many items that would be deferred under generally accepted account-

ing procedures and charged off as premiums are collected (that is,

capitalized and amortized), must be charged off under statutory ac-

counting in the year incurred.

This is proper for liquidation accounting, but is not valid in making
normal financial decisions about the profitability of the future of a

company.
The statutory method of accounting, for example, shows that Na-

tional Home "lost" $17 million in 1971, whereas generallj' accepted
methods of accounting show we earned a profit of $13 million.

The fact is that during 1971 we invested $30 million in new business

which will produce a minimum of $200 million in future premiums.
Statutory accounting treats this expenditure as a total loss, and thus
reduces a $13 million gain to a $17 million loss.

We believe that companies should be required to comply with statu-

tory accounting rules for regulatory purposes, but we also think that

such accounting should not be used for purposes for which it was
never intended.

The actuaries and managers of a company must look at results by
year of issue. Combined figures for all years of issue as given by the

annual statement are not significant in determining the reasonableness

of ]5remium charges, the profitability of the business, et cetera.

On the next four charts, I will show the ratio of claims to premiums
for the three insurance companies owned by National Liberty Corp.

Chart 5 shows fi.gures for National Home of New York.
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This company was formed in 1971 and commenced writing business

on August 11, 1971.

As we would expect, the loss ratio in the first year will be low and
is 28.2 percent. The ratio of claims to premiums will rise for this com-
pany as the business matures. The policies issued in this company will

have a cumulative paj-out of 60 to 65 percent of premiums for business

issued above age 60, and a ratio of 60 percent for ages at issue below

age 60 and quality for an A-plus rating in New York.
_

Chart 6 relates to the National Home of Missouri. National Home
of Missouri was purchased by our group in 1969. During 1969 it earned

$11 million of premium income and during 1971, $52 million.

The loss ratio, as you can see, is also low, 45.2 percent, because the

business is relatively new. The loss ratio, depending upon how much
business is written, will rise with each additional year of business

added.
Chart 7 is for the National Liberty Life. This is the first insurance

company owned by our group. It started writing business in 1963.

As a group, however, we have not written much mass-marketing,

direct-response business in this company since the acquisition of Na-
tional Home in 1969.

Its business is therefore more mature than that of the other com-
panies in the National Liberty Group. For National Liberty Life, the

loss ratio had increased to 62.6 percent by 1971. It will continue to rise

with passing years.

Chart 8 shows the claims experience for the National Liberty Group
combined. This shows how the loss ratio has increased over the years

due to the maturing of business, despite our high proportion of new
business.

Now chart 9 shows the experience during 1971 for the years of issue,

1960, 1965, and 1970, for all National Liberty companies combined.
These figures show very clearly that as the business ages, the ratio of

claims to premiums increases from 24.7 to 77 percent.

To show what happens in an annual statement when all figures

are combined, I have combined at the right hand side just the years

1970 and 1960.

The large amount of premium on the new business as compared to

the premiums on 1960 business causes the overall loss ratio to approx-
imate the ratio for 1970 taken individually or 31.7 percent.

The experience of both years is in line with what was anticipated

in the premium calculations. However, if you look at them combined,
they would give the impression the com.pany was paying out a very

small part of its premiums in claims.

Let me say that if you were to look at the annual statement of life

insurance companies and examine the results of individual life in-

surance, you would see precisely the same kind of results.

In substituting facts for impressions, the annual statement figures

do not tell whether the contracts are in fact paying out little or much
in claims. They do demonstrate clearly that the annual staternent

should not be used to determine the fairness of premium charges with-

out analysis of the detailed underlying figures.

If our company were to pay out somewhere between 70 and 80

percent of the premiums in claims as the figures show up in the an-
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niial statement (as is suggested by some), it would be necessary for

us to request an increase in premiums quickly and frequently. If

this were not done, the company would become insolvent in a matter

of a few years, for loss ratios would soon exceed 100 percent.

Now, our particular approach to selling supplemental coverage is

through the medium of mass merchandising ; that is through the news-

papers, television, radio, and the mails. Unlike other insurance, our

advertising expenses are the only marketing expenses incurred in con-

nection with our supplemental health policies.

We have no sales promotion or agents' commissions to pay.

In my written submissions, I have gone into some detail in de-

scribing our mass merchandising approach to marketing insurance

products. Let me summarize my conclusions.

Mass merchandising of insurance products is the trend of the fu-

ture. Not only will our companies be selling accident and health in-

surance, but large amounts of auto and life insurance as well.

A company employing mass merchandising techniques can pene-

trate a market in a relatively short period of time, say a month;

whereas, under traditional agency organization techniques, it would

require decades to do the same job.

Not only can the job be done much more rapidly, but the fact is that

the cost of distribution of a block of business is approximately half

of that incurred by agency oriented companies.

Mass merchandising techniques can and do service the rural, small

town, and inner-city markets not presently served adequately by con-

ventional agency methods.

The acceptability of our products and mass marketing concepts are

rapidly increasing! The number of people covered by some form of in-

dividual health insurance issued by the private sector was almost 46

million at the end of 1971—an increase of 21 percent in 5 years.

Of this total, approximately 1.6 million were insured by the Na-

tional Liberty Group of companies—more than triple the number

covered 5 years earlier.

Our companies offer mass merchandised supplemental indemnity

coverage to everyone regardless of age, race, color, sex, creed, condition

of health, or occupation. We do not try to take the "cream off the

top."

I submit that traditionally marketed group and individual hospital

expense reimbursement insurance, although vitally important, does not

and cannot meet the needs of all citizens for adequate protection

against the cost of catastrophic or serious accident and illness.

Supplemental health insurance meets the many uncovered costs di-

rectly related to and incidental to health care, and services all segments

of our society. The fact that this segment of the industry is growing so

rapidly indicates that it is fulfilling an important need. There will re-

main many such uncovered costs regardless of what may come in the

future under a national health system.

We at National Liberty, as a leader in the mass-marketing field, feel

that we are supplying animportant supplemental coverage that cannot

be supplied economically in any other way.

Let me again say I appreciate this opportunity to explain some of

the factors of health insurance that give rise to questions in the mind

of the public. I shall be happy to try to answer any questions you may
have.
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Thank you.
Senator Hakt. Thank you very much, Mr. Slater. We thank you for

the cooperation you have given the committee in providing material

and information, and so on.

jNIr. Slater. I am only too happy to do so.

Senator Hart, Based on some of that documentation, Mr. O'Leary
and ]\Ir. Sharp have developed some questions that I think will qualify

and underline our concern.

Mr. O'Leary?
Mr. O'Leary. Thank you, Mr. Chairman.
jMr. Slater, I would like to run through with you a series of questions

in regard to a profile of the types of policies which National Liberty

sells.

This information is taken, to some extent, from your policyholders

survey.

Quoting from portions of it, "National Liberty's current appeal is to

those with a low family income. Most policy owners have family in-

comes of less than $8,000 because of a large number of retired policy

owners."
"]\lost all low-income policy owners are over 55 years of age ; twice

as many females in this classification as males."

Quoting a little further, "]\Iost policy owners have only a high school

education or less. Thirty-three percent have completed some college

or more. This is especially true in the younger and older age groups."

From our reading of this survey, it would appear that the majority
of the present policy owners are female, elderly individuals, with a low
family income and a high school education, or less. Is that generally

correct ?

Mr. Slater. Well, if you take something on the order of $7,500 of

the average income as low, then the answer is yes.

Mr. O'Leary. Quoting a little further, "jSIales are difficult to main-
tain as policy owners over a ]:)eriod of time. Our marketing must
accentuate the importance of not leaving their families without pro-

tection. Ideas such as 'who will pay the bills when you are in the hos-

pitals ?' should be conveyed."
Quoting a little further, "A large proportion of policy owners in

the U.S. population are widowed, divorced, and separated." This indi-

cates appeal to those who are not immediately supported by a spouse.

"Your ad copy should emphasis the necessity of coverage especially

when not immediately supported by a spouse."

Would it be a fair statement to say that your marketing practices

are aimed in playing upon the fears of elderly people in this regard?
JMr. Slater. I don't think that's a fair statement at all. I think what

you were reading is a marketing survey that has been made by some
of the marketing people. But I don't think that necessarily is what
goes into the advertising copy.

If you look at our advertising copy, I don't think you will find that
there are any scare headlines, or an3'thing else. We try to be very ex-

plicit in what the provisions are, what coverage is granted, and try
to do a fair job.

Hemember that every policyholder has at least 10 days to look at the
policy and all the material in connection with it. If he doesn't like it,

he can return it and have any moneys he may have paid up to that time
refunded in full.
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Mr. O'Leary. You were kind enough to supply us with a number

of different policies. Looking now at NH-10-669, I believe this is the

policy which is marketed in St. Louis, in Missouri, under the title of

National Home Life Insurance Company, Old Line Legal Eeserve

Company, St. Louis, Mo.
Underneath that it says, "Extra cash hospitalization indemnity

plan."
. . ^. . ^ ^ . ^ .

y/hat I am interested in is the preexisting condition clause which is

about halfway down the page.

It reads as follows

:

After two years from the date this policy becomes effective for a covered

member, hospital confinement commencing thereafter while the policy is in force

for such covered member, and as a result of any such condition for which such

covered member was medically treated, or advised prior to the effective date,

shall be covered hereunder.

Precisely what does that mean ?

Mr. Slater. I tried to explain that in my oral testimony but I am
afraid, Mr. O'Leary, I didn't get across that particular idea.

This is the only underwriting condition that we have in our con-

tracts. We take everyone who signs the enrollment form and pays tlie

premium.
.

We have a stipulation that if there is a preexisting condition exist-

ing at the time the policy is issued, that we will not pay a claim for a

2-year period. So that for instance, if you had been treated for a heart

condition, and you take out one of our policies, for the first 2 years

you will not be covered for any heart condition if you go into the

hospital.

You would be covered for anything else.

Now, I might say for your information, that just yesterday we issued

a public release where we have limited excluded the preexisting con-

ditions to be manifest or treated within 12 months prior to the is-

suance of the policy.
^ . . , T XT

Now this is the only underwriting provision that we have. Mow,

other contracts, individual contracts, will waiver that particular ill-

ness out. They will decline coverage, or they will charge you a rated

premium. .

We do not do that, and it makes for a very simple underwriting

approach.
, • n -r i

Mr. O'Leary. As I understand it, that clause means that i± 1 liave

a (condition, I am not covered until 2 years has run from the effective

date of the policy.

Mr. Slater. Well, our particular policy says that there has to he

some manifestation of that illness, or it must be treated within 12

months prior to the issuance of that policy for the exclusion to be

effective.

In other words, if you had a heart attack 10 years ago, and you

had no treatment by "a doctor in the 1 year preceding the issuance

of the ])olicv, we woiild cover you for that particular ailment.

]Mr. Chtiimbris. Will counsel yield ? I believe that on page 7 of your

primary statement, your larger statement, you give the example of

M\9s. Mary Lynn Fletcher, who appeared iDefore the subcommittee.

That even under her condition, after 2 years she has had that policy,

even with her infantile paralysis that has crippled her for most of her
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life, she would be able to get full benefits like anyone else after a

2-year period. •

Mr. Slater. For that particular ailment that she had. That is

correct.

We think that this is, in fact, a breakthrough, aUhough a lot of

people think that it is a detriment.

Mr. O'Leary. Mr. Slater, are you a lawyer ?

Mr. Slater. No. I happen to be one of those who are known as an
actuary. Mr. Patty is a lawyer.

Mr. O'Leary. Well, my question is do you find that language clear

when you read that preexisting condition clause? I have reread it a

number of times, and I must confess that it doesn't seem to leap out at

me that I am not covered for 2 years.

Well, I guess the thrust of my question is do you really think the

people to whom you market this policy understand that?

Mr. Patty. I think the statement in the policy could be improved^
but you must understand now that this language has to be approved
by every State in which we operate, and this language is the language
of the States—that is what they have, in fact, required of us, and
approved.
We do state this proposition more simply in layman's language in

the advertising material. As Mr. Slater stated, we are going to im-

prove on this further.

Senator Hart. Mr. Slater, you emphasize, I think in your reply to

a question, that you tried to be very explicit in your advertising.

And you then noted that a policyholder would have 10 days to

study his policy. Thereby, you require making doubly sure that he

would understand what he was getting.

But I have been listening here while trying to read other chores.

I am a lawyer, and I cannot understand actuaries. Maybe the reason

that you understand this is because you are an actuary.

But let me read it again.

After two years from the date this policy becomes effective for a covered

member, hospital confinement commencing thereafter while this policy is in force

for such covered member, and as a result of any condition for which covered

member was medically treated or advised prior to the effective date, shall be

covered hereunder.

Mr. Slater. Senator Hart, may I add for your information that in

the so-called fulfillment kit that is sent to the policyholder with the

policy, the premium notice, and other things, there is a full explana-

tion made of this particular clause.

Senator Hart. Do we have that ?

INIr. Slater. You may not have it, but we do have a very full ex-

planation with examples and everything else so that the policyholder

can understand what this means.

The material is in the process of being revised because we liave

limited the exclusion for preexisting conditions to those treated or

manifest for 12 months prior to issuance, and we will be very glad

to send you copies of that.

I think you will fuid in reading that over, although you may not

understand this legalese that the insurance departments require, I

think that the written explanation does explain it very precisely.

Senator Hart. Well, I would ask that the excerpts from that docu-

90-319—73—pt. lA 4
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ment, which is sent to the policyholder, be printed at this point in the
record.

Mr. Slater. We don't have it here, though.
*

Senator Hart. No, but we will hold the record for it. Second,
you say that that would make more clear the language which I have
just read which is required or approved by the several State insur-
ance departments.

^
But I would question whether an insurance department in approv-

ing that contract language was really doing its very best to insure
a contract that was understandable.
That really isn't too much of a shock.
Mr. Slater. I think that we can clarify that. Let me read to you

the advertising which I think makes clear in the information.
It says

:

Any sickness or injury which existed prior or before the policy went into effect,
these pre-existing conditions are covered after the policy has been in force two
years.

Now that is, I think, much more explicit than what you are talking
about, and this is listed under "These are the only exclusions."

Senator Hart. Anything that is wrong with you now will not be
paid for 2 years. That's the point.
Mr. Slater. That is in effect what this now says.

Senator Hart. I would not expect you to put it as bluntly as I have
just summarized. You can really do better than the way it is put
though, wouldn't you agree ?

Mr. Slater. I think your comment is well taken, and we will get

that changed.
Mr. Chumbris. Mr. Chairman, will counsel yield for just another

moment.
Just a moment ago, Mr. O'Leary asked you a question about who the

people are that constitute the largest proportion of the buyers of your
supplemental policy. You indicated that they were people around the

$7^500 class.

I was just wondering if that isn't perhaps the most important people
who probably want supplemental insurance. Someone who is making
$35,000 a year, he is satisfied with his primary policy. If he has to pay
over and above what the policy covers, it wouldn't hurt him too much.
But if it happens to be a widow, or a divorcee, and she has a 10-year-

old child, she probably could not stand $15 a day extra that the insur-

ance policy does not cover. She is more apt to worry about spending
maybe $40 a year to get back $8,300 that you would if you joined the
Federal Bar Association supplemental plan.

jNIr. Slater. I think that is correct, sir.

Mr. Chumbris. Because they pay $25 a day for 365, if you happen
to be in the hospital 365 days. So for $40, if you are in "that group
from 35 to 44, you are getting $8,300.
Mr. Slater. That is correct. The people at the lower end of the

economic scale want more complete coverage than those who are at
the higher end.
Mr. Chumbris. Isn't it true that most people buy insurance because

they are scared? Whether it is automobile insurance, fire insurance
for the house, life insurance, or whatever the case may be.
Some of them out of fear—if they are making $100,000 a year, or

whether you are making $7,500 a year.
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Mr. Slater. Insurance is a sharing of losses. People do not feel

that they can sustain that particular loss themselves, and consequently

they buy insurance to spread the risk.

Mr. O'Leary. INIr. Slater, I note that with respect to the policy

that is marketed in ]S^e^Y York, the preexisting condition clause is

worded considerably different.

I will read it.

Pre-existing conditions. Hospital confinement commencing after the effective

date of this policy shall be covered unless the illness (sickness, disease, or

physical condition) causing the confinement is medically advised or manifested
in one year immediately prior to the effective date; such limitation will not be
invoked, however, unless the illness was the kind or of such severity that the
company in its accordance with its underwriting standards applicable to the
underwritten form, or to like or similar insurance, would decline such insurance
and require a policy modification, use of a rider.

I take it the New York State Insurance Commissioner found the

clause to which I made reference earlier less than satisfactory and pre-

ferred this one, or what ?

Mr. Slater. They have different rules in a lot of the States. New
York has a different rule, and New Jersey has another different one.

But I mentioned, Mr. O'Leary, that our compan}^ has, as of yester-

day, ado}3ted the New York rule for all of the policies, except in New
Jersey, which is slightly different.

We are making it retroactive to those policies that are already on
the books.

Mr. O'Leary. But why the 1-year difference in New York as op-
posed to the other ?

Mr. Slater. Well, I guess you could, ]Mr. O'Leary—let us assume
that you have some kind of a heart condition, and had it when you
were born. I don't know your age, but let us assume that j^ou are now
40 years of age, and you went to the hospital.

Without some limitation of the time period prior to the time of
the issuance of the policies during which the exclusion could be in-

voked, you could go back and claim, if you desired, that thing that
happened 40 years ago.

Now we have never done anything like that. But in theory, or
legally, if we have that clause in there, we could make that kind of
a claim. New York says, "Stop it. We will put a 1-year limitation
period. You must be treated for the ailment, or whatever it is must
be manifest within the 12 months preceding the issuance of that
policy, of the condition will not be excluded."
Now. we said we think that is very valid reasoning in that it is

good enough for the underwriting restrictions that we want, and we
have adopted for all our business.
Now New Jersey makes the further distinction that you must in fact

have been treated in that 12-month period. It could be manifest, but
the fact that you have got to be treated in addition to that, we are not
too happy with that particular provision.
Mr. O'Leary. You agree that New York is generally thought to be

a tightly regulated State as far as insurance is concerned ?

Mr. Slater. Yes.
Mr. O'Leary. And the State regulation does vary considerably from

State to State?
Mr. SluVter. That is correct.
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Mr. O'Leary. So your product varies along with the degree of

reguhition ?

Mr. Slater. There is not that much change. We do have little vari-

ances in some other States and so on, and so forth. But in this partic-

ular one, we have adapted to New York which is as tight as any of

them.
Mr. O'Leary. T noted also that the standard policy that is marketed

in Missouri that 1 first read, is entitled "Extra Cash Hospitalization

Indemnity Plan."

As I understand it that seems to be the standard policy which is

marketed in most States. It bears that title, "Extra Cash Hospital-

ization" ?

Mr. Slater. I think so, yes.

Mr. O'Leary. I note also that the Michigan plan is entitled, "Hos-
pitalization Indemnity Plan", and there is no reference to cash or extra

cash that I can see.

Can you tell me why that difference exists ?

Mr. Slater. Well, Mr. O'Leary, there are a lot of differences in tlie

States in what you can say and what you cannot say.

For example, New York says that you cannot say, "tax-free cash'^

unless you put in a qualifying statement by legal counsel that in fact

it is tax free cash.

Now, they say that you can say, "extra cash."

Now, Pennsylvania saj^s that you can't sa}'. "extra cash", but .you

can say, "tax free cash." Michigan say? that you can't say cither of

those two things. You have got to say, "benefits."

Now we adjust our particular advertising to the wording that tlie

particular States require, but it makes no difference in the benefits, or

anything else.

Mr. O'Leary. Is it the Michigan Insurance Commissioner's rationale

that this may be misleading to say "extra cash" ?

Mr. Slater On "tax-free cash," that's correct.

Mr. Chumbris. Have there been rules by either the State income tax

division or the Federal tax rules that this is tax free or nontax free ?

Mr. Slater. Yes, there have been. New York just says that you have

to put the lawyers' opinion in there that it is tax-free cash.

Mr. Chuimbris. What has been the ruling in New York? Is it tax-

free or is it not tax free ?

Mr. Slater. It is tax free; nationwide.

Mr. Chumbris. Wliat is the rationale of the State pf New York
and the State of Micliigan for their interpretation. Certainly they must
have given you some reason.

Maybe you ought to put it in the record.

Mr. Slater. Well, New York says you can put in "tax-free cash"

provided you put this lawyers' dissertation. We don't care to put in

the lawyers' dissertation, so they say you can put in, "extra cash."

Now Pennsylvania says when you say "extra cash," it means that

you are making money. So therefore, you can't say "extra cash," but

you can say, "tax-free fi'sl! * ircause it is meant to be tax-free casli.

Michigan, on the other hand, says that you can't say "tax free" for

the same reason that New York says it. You can't say ^'extra cash" for

the reason that Pennsylvania says it.
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Tliej don't think we should be able to say either. Now we have this

problem in 50 jurisdictions; that every State wants their own little

pecularities about wording or something else that they think is mis-

leading. We just have to make these changes.

Mr. O'Leart. Mr. Slater, you know that the staff has gone through

a number of the claim files.

Mr. Slater. I know that, sir.

Mr. O'Leary. I have one in front of me, No. 5595729. The subject is

a 72-year-old male
Mr. Slater. Can you repeat the number, please?

Mr. O'Leary. 5595729; the subject is a 72-year-old male who was
confined in the hospital from January 4 to January 16, 1972.

He had liospital insurance in effect with the company since October

of 1970.

He was confined in the hospital for extraction of cataracts of both

eyes which were removed by one physician, and for treatment of car-

diovascular disease by a second physician.

The first physician indicated that the symptoms of cataracts were

first noticed in December of 1971. The second physician indicated that

he had done an electrocardiogram on this patient in December of 1971.

The physicians' statement seem to indicate that there was no pre-

existing condition. However, as I understand it, the conipany then

contacted the hospital requesting information, after having received

the physicians' reports, and the hospital advised the company that

there had been gradual loss of vision for the past 2 years.

The company then rejected this claim on the basis of preexisting

condition.

Doesn't it get pretty difficult to decide whether it is or is not a pre-

existing condition ? Isn't there a lot of leeway there?

Mr. Slater. There are some cases that are questionaljle and we try

to settle the matter in favor of the patient where vre can.

There are many instances where a patient takes out a policy and
goes to the hospital 2 or 3 days later for a condition that has been

existing for 6 months. Obviously there is no question about that par-

ticular case.

There are others where there are some questions, and on occasion

we make a mistake. Now I haven't been able to look at this particular

file well enough to explain it to you, but I do not think that there was
any error on our part on this particular case.

Mr. O'Leary. The physicians' statement is only one factor which
is taken into consideration ?

Mr. Slater. Or the hospital ; the hospital and the physician are the

only two things we look at. The statement of the hospital or the physi-

cian. "Wo do not make any other checks on the matter.

Mr. O'Leary. And the company, it is fair to say, makes the decision,

and if the policyholder does not agree with that decision, I take it he

then has to retain a lawyer and sue on the basis of the facts?

Mr. Slater. It very seldom goes to that. They generally write the

insurance department, and as a matter of fact, we have just gone
through an examination—what they call a triennial examination of

all the insurance commissioners.
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If I remember correctly, they found one claim that they thought we
were wrong on.

We get letters from the departments, which, in turn, they are get-

ting from policyholders. Those letters are investigated thoroughly.
Very seldom do we ever find that the company has been wrong in

the final settlement. After all, insurance is basically to pay claims.

That's the reason for insurance. That is our business, and we want
to pa}^ as many as we can that arc legitimate.

5lr. O'Leary. As I understand it, if a policyholder does not agree
with you, his only recourse is either to bear the burden and expense
of either getting counsel or complaining to the insurance commissioner.

ISIr. Slatek. AVliat they do, IMr. O'Leary, is if the policyholder does
not agree with what they get from the claims department, they write
to the president or the chairman of the board. Then we in turn look
back into tliis thing or have it relooked at.

Then the next I'ecourse is generally to the insurance department.
Mr. Sharp. Thank you; now Mr. Slater, National Liberty Corp.

provided the subcommittee with claims data on your most popularly
sold policy, that is the supplemental hospital indemnity policy. The
so-called NH-10 policy.

For the block of policies sold through the mail in 1970, the claims
data on this same block for 1970-71, and the first 2 months of 1972,
shows the following

:

The company received 78,577 claims, of which 30,291, or nearly
40 percent, were rejected and nothing was paid.

Of the 30,000, 12,000 were rejected because of pre-existing health
conditions.

Mr. Slater, what kind of insurance protection is this? What kind
of protection is a person getting here ?

NH-10 Claims Data, for 1970-1971 and January and FeVriiary 1972 on All
NH-IO Policies Sold by National Liberty in 1970

Number of claims received 78. 577

Number of claims rejected with nothing paid ^ ,30, 291

Number of claims paid :

$l-$99 27, 119
$100-$499 20, 718
$500-$999 326
$1,000-$1,999 111
$2,000-.<?4,999 10
$r).000-$9,999 1
$10,000 and over 1

Total number of claims paid 48, 286
1 12,213 claims were rejected because of "pre-existing" health condition, 5,660 were

rejected bcause there was no hospital confinement nor surgery within the terms of the
policy.

Source ; Senate Antitrust and Monopoly Subcommittee.
Derived from : Computer Print-Out of Claims Paid and Rejected submitted by National

Liberty Corp. to the Subcommittee. Copy of Print-Out Is contained lu the Subcommittee
files.
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NATIONAL LIBERTY SUMMARY OF COMPUTER PRINTOUT OF CLAIMS PAID AND REJECTED ON NH-10 POLICIES

1970:
Number of paid - - 14,963

Amount paid $1,824,010.49

Number rejected 12,658

Rejected reason 20 (not insured) 1

Rejected reason 21 (no confinement or no surgery) 2,050

Rejected reason 22 (lapse) 532

Rejected reason 23 (not covered) 1,711

Rejected reason 24 ("preexisting" health condition) 6, 821

Rejected reason 25(waiver) 16

Rejected reason 30 (rescind) 5

Rejected reason 40 (abandon) 407

Rejected reason 50 (duplicate claims) 841

Rejected reason 60 j^-,L,Qr\ ^
^^^

Rejected reason OTi*>°"^'^''--
-"

1 161

1971: ,„ „,„
Number of paid - 28,909

Amount paid - $3,658,037.46

Number rejected 15,980

Rejected reason 20 (not insured) 9

Rejected reason 21 (no confinement or no surgery) 3, 179

Rejected reason 22 (lapse). _ 1,080

Rejected reason 23 (not covered) 3,051

Rejected reason 24 ("preexisting" health condition) 5, 037

Rejected reason 25(waiver) 8

Rejected reason 30 (rescind) 7

Rejected reason 40(abandon) 470

Rejected reason 50 (duplicate claims)
'^«c

Rejected reason 60 )/.tu„.\ f
245

Rejected reason OTf""®^^ 1 96

1972:
Num'oerof paid 4,393

Amount paid $471,482.95

Num ber rejected 1,571

Rejected reason 20 (not insured) 35

Rejected reason 21 (no confinement or no surgery) 431

Rejected reason 22 (lapse) 117

Rejected reason 23 (not covered) 358

Rejected reason 24 ("preexisting" health condition) 351

Rejected reason 25(waiver). 1

Rejected reason 30(rescind) 1

Rejected reason 40 (abandon) 20

Rejected reason 50 (duplicate claims) --- - 197

Rejected reason 60 hnthpri I i

Rejected reason 0T)*-°^"^^^----
"--- — " — 'i 1

Other:
Number of paid , '^

Amount paid.. $3,491.59

Number rejected.. °2

Rejected reason 20 (not insured)

Rejected reason 21 (no confinement or no surgery)

Rejected reason 22 (lapse)

Rejected reason 23 (not covered)

Rejected reason 24 ("preexisting" health condition) 4

Rejected reason 25(waiver)
Rejected reason 30(rescind)

J
Rejected reason 40 (abandon) }

Rejected reason 50 (duplicate claims) -- 1

Rejected reason 60 l/nthpr^ I -l
Rejected reason oj^(°^"^'>-—

-
\ 75

Note: According to National Liberty Corp.: "The number of claims shovy^n on the computer listing of claims paid and

rejected varies slightly from the summarization of the earned premium, claims incurred loss ratio figures; however, it is

estimated that in excess of 90 percent of the claims paid and rejected on all NH-10 policies issued in 1970 are listed.
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(Submitted to the Subcommittee by National Liberty Corporation)

Summarization of Earned Premiums, Claims Incurred and Loss Ratios on

National Home—NHIO Broadmarket and Gold Star and Market Tests—
1970 Issues

Total number policies issued (renewed) 270,237

Number policies in force, December 31, 1970 215, 604

Number policies in force, December 31. 1971 150, 326

Number policies in force, February 28, 1972 142, 661

Earned premium 1970 6,334,900

Number claims incurred (and paid) 1970 16,228

Amount claims incurred (and paid) 1970 1.946,900

Loss ratio 1970 30. 7

Earned premium 1971 13, 923, 100

Number claims incurred (and paid) 1971 32,838

Amount claims incurred (and paid) 1971 4, 161, 800

Lo.ss ratio 1971 ' 29. 9

Earned premium January 1-February 28, 1972 1,638,300

Number claims incurred (and paid) 1972 2,518

Amount claims incurred (and paid) 1972 377,800

Loss ratio January 1-Febru.iry 28, 1972 '23.1

1 Due to the lag in filing claims, it is estimated that as of April 1972 approximately 90
percent of the payable claims incurred in 1971 have been paid.

2 Due to the lag in filing claims, it is estimated that as of April 1972 approximately 60
percent of the payable claims incurred in 1972 have been paid.

Guaranteed renewable reserves are not Included.

Note : Claims are those received, processed, and closed through April 25, 1972.

Source : National Liberty Corporation.

Mr. Slater. Well, insniance is based on broad averages, and T as-

sume that you can take any block of business and prove about any-

tliina: that you want with it.

But if you look at our claims in the a.^^gregate. 10 percent of them
are rejected because of preexisting conditions, and that we do pay
out—and we paid out. I think, over 119 claims last year, and over $30

million.

Mr. Sharp. Excuse me. Mr. Slater. We are talking about the sup-

plemental hospital indemnity policy. From this information which

you supplied to the subcommittee, and from our conversations with

your people, you have told us that this is your most popular ]5olicy

sold. This is the policy you advertise through these fliers and fillers

in the newspapers. This is the policy we are discussing.

Your same data shows that for this same period of time, that you
paid out a little over $6 million on these policies over these two years

period.

Mr. Slater. I think that if you go back to this particular first chart

that we showed you, we do not anticipate that we will pay out any

more than 35 percent in the first 2 years, and then it starts rising.

If I remember your figures correctly, you were talking about what
was done in the first 2 years. We do nol anticipate paying out very

higii claims.

Mr. Sharp. Well, doesn't the fact that 40 percent of the claims are

rejected in the first 2 years, doesn't that really show that the people

do not understand this preexisting health condition clause?

Mr. Slater. Well, this may be one explanation. But there may be

another explanation, and I think it is a very valid one; that people

sort of try and see whether or not they can get it through.
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They may very well know that it exists, but they still send it in

saying, ''Well, let's see whether or not it will work."

"Mr. Sharp. Are you suggesting that people are trying to cheat you ?

Mr. Slater. I think youliave this not only in our kind of insurance.

You have—the other individual insurance policies have a contestable

period for 2 years where they get into post claim underwriting.

Mr. Sharp. Well, here is an interesting letter from your files on

this point—file No. 5608254.

We had a witness who testified, I think it was May 10, and he said

that people chopped their fingers off sometimes. They had a case

where they chopped their fingers off and would collect on their

insurance.

Now in this instance here, in this case, it doesn't involve that. Two
policyholders with the same name were confused. A Detroit, Mich.,

policyholder received a card from your company saying that they

were processing his claim, when it was actually a St. Louis policy-

holder with the same name that was making a claim.

The Detroit policy-holder writes as follows

:

I just received this card in the mail that you are processing a claim from me
immediately. But I must say somewhere or somehow you have gotten your rec-

ords or your files mixed up, as I am not sick and pray to Jehovah I will not get

sick.

I have not filled out a form for a sick claim. Last week I did send a check for

$23.79, 1 think it was, but it was my payment on my insurance.

Please don't make me a claim because I am not entitled to anything as I am
perfectly well. Please check the mistake. Maybe it was someone else. I appreciate

your doing your duty and your job, but please check your files again. Please

don't send me any money or checks.
Thank you very much.

Doesn't that show that most people are really honest ?

]Mr. Slater. Mr. Sharp, we don't make any claim that we are

perfect. We get 45,000 pieces of mail a day. We send out 65,000 pieces

of mail a day.

I think that with this bein^ the case, we can make a relatively few

errors. Now we did last year issue a million policies. This year we ex-

pect to issue considerably more than that.

Certainly we are gomg to make errors on some. We try to have

proper controls to keep these errors and things down to a minimum,
and by the complaints we are getting from the insurance department,

they are very small.

Mr. Sharp. You say the complaints you are getting from insurance

de])artments are small, sir?

Mr. Slater. Yes. The complaints that we got from the insurance

department in Pennsylvania. I think, were 277, of which there were 33

out of that group that could be m any way criticism of our company's

handling of the particular matters involved.

Mr. Sharp. Well, getting back to these facts and figures that you

supplied to the subcommittee. Of the 30,000 claims that were rejected

in the first 2 years on these 1970 supplemental hospital indemnity

policies sold, 5,660 v^-ere rejected because there was no hospital confine-

ment, nor surgery, within the terms of the policy.

Now this is almost 20 percent of the people rejected. Don't you feel

here a^ain that the people did not understand the terms of your policy ?

Mt.'^Slater. I could assume that that is coiTect. But because you
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happen to find a relatively few who send us in claims who have never
been in the hospital at all, I don't assume—I don't think you should
assume that because relatively few do that, that the vast majority do
not understand.
Mr. Sharp. Mr. Slater, don't a number of your supplemental hospital

policies, contain what is called an elimination period. You can't collect

for maybe the first 3, 4, 5, 6 or 7 days, while you are in the hospital
depending on the policy ?

Is that true?
Mr. Slater. We do have poUcies that have the elimination periods,

but they also have the option to buy first-day coverage if they so desire.

Mr. Sharp. Do you think they understand that when you have 5,600
of these claims out of 30,000 being rejected because of the fact that
there was no hospital confinement nor surgery within the terms of the
policy ?

Mr. Slater. Well, remember that we had 200,000 claims. We had
200,000 claims altogether.

Mr. Sharp. No. You had 78,000 claims received, according to the
information supplied on a computer printout. May I refer you to a
computer printout supplied by your company on this block of NH-10
policies sold in 1070. Do you have a copy ?

Mr. Slater. Well, the figures I am quoting are for all the claims.

We had 225,000 claims.

Mr. Sharp. Well, can I direct your attention to the NH-10 policy?
Mr. Slater. I think this is true of any insurance, Mr. Sharp. It is

not peculiar to ours.

Mr. Sharp. Why is that, sir ? Why isn't it peculiar to yours ? We are

dealing specifically

Mr. Slater. Well, let me ask you, Mr. Sharp, if I may—do you
understand your group insurance policy ?

Mr. Sharp. I beg your pardon ?

Mr. Slater. Do you understand your group insurance policy?

Mr. Sharp. Yes. I understand that I get 95 cents back on the dollar,

and I look at your policy here

Mr. Slater. I don't think that is the understanding of your policy.

That is looking at some figures.

Do you understand 3^our automobile insurance polic}- ?

Mr. Sharp. I think I do, sir.

Mr. Slater. Well, I am going to admit that I don't.

]Mr. Sharp. Pardon me ?

Mr. Slater. I am willing to admit that I don't.

Mr. Sharp. There are a lot of things that I don't understand.

One thing I don't understand is the fact that you have received

78,000 claims, and you have paid out 48,000 of them. Of the 48,000

claims, according to your own company figures, the average paid claim
is $125, despite your advertisement of $600 tax-free cash, or extra cash.

Now, I don't personally understand this. Maybe you can clarify this

for me.
Mr. Slater. Well, it depends on—the ad stated $600 per month, or

$20 a day. Now, if the person has a 5-day waiting period, and I think

the average claim is $160 in our company, so that means that the stay

in the hospital—lli/^ days is the average stay in the hospital.

The average stay is 11.5 days, but one out of 16 is over 30 days.
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Mr. Sharp. What is the average hospital care cost in this country ?

Do you have any idea ?

Mr. Slater. The average claim payment in 1971 was $160.

Mr. Sharp. No, no. What I am asking you is—I'm sorry. Do you

have any idea, do you think the consumers of this country have any

idea, as to how much in 1971 hospital in-patient care for one person

for 1 day costs ?

Mr. Slater. I think Mr. Sharp we are talking here about supple-

mental coverage, not the basic coverage. This coverage is not intended

to pay the entire hospital bill.

Mr. Sharp. Could you answer my question, sir? Do you have any

idea whether or not the consumers of this country know—do you know
how much hospital in-patient care for one person for 1 day costs in

1971 ? Do you have any idea ?

iSIr. Slater. Well,'l know in the Philadelphia hospitals, it is $192

a day.

Mr. Sharp. And your policy is paying $20 a day ?

Mr. Slater. But we are only providing the supplemental care

—

costs incidental to hospital confinement, not the hospital confinement,

per se.

Mr. Sharp. Well, sir, according to your survey, the material filed

with the Security and Exchange Commission, the average age of your

policyholder is 57 years. That is the age which you used to amortize

your cost to the SEC.
Now 57 years is the average age, and most of the cases that we went

through involved mostly people about 65. Most people are not work-

ing after 65. so therefore, if they are not employed, they do not have

group insurance.

Mr. Slater. They have medicare.

Mr. Sharp. Are you saying that your policies are a supplement to

medicare ?

INIr. Slater. We are supplemental to hospital benefits coverage what-

ever it may be, including medicare.

INIr. Sharp. In 1971 hospital in-patient care for one person for 1

day you say in Philadelphia costs $192, do you put that in your
advertising ?

Is it displayed properly in your advertising that hospital care costs a

hundred and some dollars a day in the Philadelphia area, and you ad-

vertise in the Philadelphia papers?
]Mr. Slater. I don't think we put that particular fact in, but we do

put in the fact that hospital costs are rising; that the basic coverages

are not providing for other needs, and that these coverages are helping

to make up the difference.

I think one of the headlines of our ads says that when you got your

bill, it was enough to put you back in the hospital again,

Mr. Sharp. The average premium for your policyholders you say

was $70 ?

Mr. Slater. On that order—$70.

Mr. Sharp. Now with repect to this same block of policies sold in

1970—NH-10, supplemental hospital policies—you sold a total of

270,237. And as of 2 years and 2 months later, you only have, according

to your figures, 142,661 policies in force. That is almost a little more
than half.
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Is this because of the preexisting condition clause?

Mr. Slatek. I think what you have here is a situation where policies

are renewed, you have a substantial lapse in the first 2 years, and you
have a substantial loss in life insurance policies in the first 2 years, as

well.

Mr. Sharp. Well, I am talking, sir, about NH-10, the supplemental

hospital benefit policy.

You presented a chart, chart 4 here. Now in this chart 4. the simple

average of the black dots is 62 percent, is it not ?

Is that how you get the 60 to 65 percent ? Is that a simple average ?

Mr. Slater. No. It takes into consideration not only the rates, but

it takes into consideration the premiums.
Mr. Sharp. Earlier, you made the statement in your testimony that

as the business matures, I take it as the 270,000 mature, we know that

in the first 2 years 47 percent have terminated for one reason or

another.

According to your actual data, based on the total termination rates

supplied to the State insurance department and to the subcommittee,
you would have only 13 percent of the business sold in force after 14
years on that chart.

Isn't that correct ?

Mr. Slater. I think, Mr. Sharp, if you look at the precise ex-

perience in the long report on page— , following page 14—you see

there the business that you have $343,000 still in force out of 859 of

original premiums.
Following page 14 of the long report
Mr. Sharp. Oh, I see.

Mr. Slater. If you look there at the 1960 business, and take 1961

as the year, you have 859, and you still have $343,000 of that still

in force at the end of 10 years.

Mr. Sharp. Well, let's look at this 1970 business, sir. As to the

1970 business, yon have left 30 percent of that business at the end of

the 14 years. Isn't that correct ?

Mr. Slater. No, sir. I don't think those are our figures at all. "We

have considerably more than that. You can take an extrapolation, ]Mr.

Sharp, if you wish, but that does not necessarily mean that is the fact.

Mr. Sharp. The black line that you presented the subcornmittee, is

that weighted at all ? Is that average weighted for the termination of

policies—terminations on 1970 business 14 years later in 1984?

Mr. Slater. We will have a 95-percent loss ratio on the business that

is then in force.

Mr. Sharp. But that is not a weighted loss ratio.

Mr. Slater. 60 to 65 is weighted. That 95 that I just referred to

is not.

Mr. Sharp. Well, you stated before that it is a simple average, sir.

Mr. Patty. No. I said it was not a simple average.

Mr. Slater. I said it Avas not a simple average.

Mr. Sharp. Mr. Chairman, I would like to introduce into the record

at this point all the actuarial ta;)les, studies., projections, including

those furnished by this company to both the SEC and the State insur-

ance departments, as well as this subcommittee.
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NATIONAL LIBERTY GROUP

CALCULATION OF WEIGHTED LOSS RATIOS ON MASS MERCHANDISED BUSINESS

[In percent]

Policy year

1

2

3

4

5

6

7 --.-

8
9—- ---.

10
11 .-
12

13

14
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National Home Assurance Company of New York

actuarial memorandum describing basis of premium rates for policy form
NO. NHNY-10-6 6 9

Morbidity for hospital benefit

The source for the expected morbidity assumptions is the 1967 Reports of the
Society of Actuaries, Experience under Individual Medical Expense policies,
19(54-65. (Pages 76-113)
For the hospital benefit the graduated claim frequency and claim costs were

used and were adjusted as follows :

1. Individual claim costs were made equal to the sums of 50% of the
Female and 50% of the Male experience.

2. Claim costs were increased 10% to adjust for Lifetime Hospital Benefit.

3. Claim costs were increased 25% to allow for non-underwritten business
and the revision requested in the "Pre Existing Conditions" clause.

4. For each age group, over age group 75-79. the claim costs were esti-

mated to be equal to 118% of the next preceding age group.
5. Claim costs were adjusted as follows for ages 65 and over: (Hospital

benefit for first 90 days is 70% of basic benefit and 100% for the 91st day
and following.)

Claim costs as percent of full

Xge :
benefit claim costs

65-69 72.4
70-74 73.

75-79 73. 6
80-84 74.

2

85-89 74.

8

90 and over 76.
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6. Claim costs for hospital benefit where elimination period for sickness varies,

were derived from continuation studies of similar policies sold by mail and
underwritten by related company.

[In percent]

Ages

Elimination period for sickness >

3

4

5

6

7.

Oto49
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ADDITIONAL ADJUSTMENT FOR SPECIAL BENEFITS (AS A PERCENT OF THE HOSPITAL BENEFIT NET PREMIUM i)

Nurse at

home
Waiver of

premium
Dismem-
berment

Simultaneous
confinement

u to 18 (composite).

16 to 49

50 to 54

65 to 59.

60 to 64
65 to 69.

70 to 74 _

75 to 79
80 to 84

85 and over..

1.0
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appear to be misleading and accordingly the financial statements included in
the registration statement on page 6 did not separate such operations.

5. An explanation of the Linton B Table used in setting the company's
premium rates and determining persistency (see our letter of June 1, 1971) is as
follows

:

a. The Linton B Table
The Linton tables of termination rates are the best known, most

accepted and most often used for employing the termination of policies
in actuarial calculations. Mr. M. Albert Linton, Actuary and later
President of Provident Mutual Life Insurance Company, published
these tables in Volume No. XIII of the Record of the American Insti-

tute of Actuaries. The termination of policies for reasons other than
death was at that time combined with the American Men Mortality
Select Table rates at age 35. For the purposes of premium and agency
compensation calculations these termination or lapse rates were trans-
lated to persistency rates. The persistency rates show the proportions
of original business remaining in force.

Since their publication, it was found that modifying one of the Linton
patterns and combining it with an up-to-date or otherwise appropriate
mortality table permitted continued use of some form of Linton table.

Therefore, one encounters varying percentages of Linton A, B or C
tables or tables based on different lapse rates in early policy years
merged into a Linton table for later years.
The Linton B lapse rate (terminations for reasons other than death)

for the first 10 policy years are shown below. They show the percentages
of business lapsing in each policy year out of the business entering
such policy year.

Policy year: Lapse rate

1 20.

2 12.

3 - 10.0
4 8. 8

5 8.

6 7. 2

7 6. 4

8 5. 8

9 5. 4

10 5-

b. Hoic Linton B Table was used at National Liberty Corporation

The exposure draft of the Audits of Life Insurance Company's uses

the word "withdrawals" for "lapses" above. It states that withdrawal
rates should be representative of tlie company's experience. In keeping

with this, the lapse rates used in calculating the natural reserves for

National Liberty were obtained after a study of the Companies' expe-

rience.

The grading of the following lapse rates comes from such a study

:

Policv vear • Annual lapse rate

i
"

'_ 30%
2 20%
3 15%
4 11%
5 and later Linton B

The blending into Linton B is felt to contain an element of con-

servatism. It is quite common for lapsation patterns to differ from one
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of the Linton tables by having a much higher percentage in the early
policy years and then a much lower percentage of that table after the
third or fourth policy year. In effect, this states that those policy-

holders who persist for a given experience of lapsation of a body of
policyholders do so at a much better rate than indicated by the higlier

early lapsation. In the case of National Liberty, since an age 57 was
assumed as the average age of issue, the period of amortization was 43
years. The thinking applies equally well to guaranteed renewable as
for noncancellable and life insurance business.

A letter to you from the firm of Peat, Marwick, Mitchell & Co. explaining the

basis for their concurrence with our letter of June 1, 1971 is being delivered to

you under separate cover.

We trust the above information is sufficient for your needs and should you
need further explanation, we shall be pleased to meet with you to discuss this

matter.
Very truly yours,

r. LOMBARDI.
Enclosures.
Hand Delivered.

NATIONAL LIBERTY CORPORATION

Direct Total

response annualized
marketing renewal

expenditures premium

1966 -- $5,132,000 $10,044,000

1967
"'

6,283,000 10,293,000
1968"

" "

..-1 8,318,000 12,572,000

1969 -- 13,146,000 18,722,000

1970^"-.\"^^I^"^^I^\'!.".'.''I.'I--------- - 24,102,000 32,536,000

National Liberty Corpokation and Subsidiary Companies Consolidated
Statement of Income (a)

The following consolidated statement of income of National Liberty Corpo-

ration and Subsidiary Companies has been examined by Lybrand, Ross Bros. &
Montgomery, independent certified public accountants, and their opinion with

respect thereto (which is based in part on the report of other certified public

accountants) appears elsewhere in this Prospectus. This statement should be

read in conjunction with the other consolidated financial statements and related

uotes of National Liberty Corporation and Subsidiary Companies included else-

where herein.



613

Year ended December 31

1966 1967 1968 1969 1970

Revenues:
Insurance Operations:

Premium income:
Accident and health

Life._ —
Commissions ---._ -

Investment income:
Interest, principally bonds _ ,

Dividend income. -..

Real estate income _

Other
I nvestment expense. --

Other:
Service revenue (principally

data processi ng).

I nvestment i ncome. -- - -

Costs and expenses:

Insurance operations:

Accident and health and other

benefits

I ncrease i n policy reserves

Commissions _- - - .- -

General insurance expenses

Taxes, I icenses and fees -

Increase in loading and cost of

collection on deferred and

uncollected premiums ._ -

Increase in deferred policy

acqu isition cost

Other:

Cost of service revenue -

General and administrative

expense - - ---

Income before income taxes,

etc. _... $5,210,545 $4,501,696 $5,995,790 $10,245,162 $12,990,002

Provision for income taxes: ,,, ,_,
Deferred (c) 1,957,372 1,748,397 2,397,601 3,739,103 3,517,491

State - (6,000) 37,000 5,700 25,285 34,230

1,951,372 1,785,397 2,403,301 3,764,388 3,551,721

Income before investment

gains (losses) and ex-

traordinary gain 3,259,173 2,716,299 3,592,489 6,480,774 9,438,281

Investment gains (losses), net of

related deferred income taxes.... 410 196,839 79,688 (167,047) (682,948)

Income before extraordinary

gain... 3,259,583 2,913,138 3,672,177 6,313,727 8,755,333

Extraordinary gain on sale of port-

folio of insurance, net of related

deferred income taxes of

$1,082,958 3,353,726

Net income. 3,259, 583 2,913,138 3,672,177 6,313,727 12,109,059

Per share of common stock (c):

income before investment gains

(losses) and extraordinary

gain .41 .34 .43 .74 1.07

Investment gains (losses) .02 .01 (.02) (-08)

Income before extraordi-

nary gain.. .41 .36 .44 .72 .99

Extraordinary gain -38

Netincome .41 .36 .44 .72 1.37

Note: See accompanying notes to consolidated statement of income. Per share amounts have been adjusted to reflect

the proposed 4-for-3 stock distribution in April 1971.
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Lybeand, Ross Bros. & Montgomery,
Philadelphia, June 28, 1911.

Mr. Chari^s a. Oglesbay, Jr.,

Securities and Exchange Commission, Division of Corporate Finance, Washing-
ton, D.C.

Dear Mr. Oglesbay : At your request, we enclose a schedule, prepared by Na-
tional Liberty Cori)oration, of policies in force for the direct response accident
and health insurance business written the Company's life insurance subsidiaries.

The analyses of deferred policy acquisition costs will be forwarded to you early
this week.

If we can be of any further assistance, do not hesitate to contact us.

Very truly yours,

DIRECT RESPONSE—ACCIDENT AND HEALTH INSURANCE COUNT OF POLICES IN FORCE

1966 1967 1968 1969 1970

In force beginning of year 266,300
Issued during the year 134, 300
Terminated (or not renewed during the year) 85, 9C0
In force at end of year _. 314,700
Termination ratio ' (percent) 21.4

314,700
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The adjusted lapse rates were used in calculating natural reserves.

Abe Hazelcorn and I graded the a)30ve rates into Linton B persistency levels

for the fifth policy year and beyond. A copy of Linton B lapse rates is attached

(see Table 2).

If you have any questions about these actuarial assumptions, please let me
know.

Yours sincerely,
Peat, Mabwick, Mitchell & Co.

Norman E. Hill, FSA.
NEH :1b

Attachments.
Table 2

linton b lapse bates
Annual lapse rate

Policy Year • ^" percent

1 1 20

2 12

3 : 10
4 8. 8

5 8

6 7. 2

7 6. 4

8 5. 8

9 5. 4

10 5

11 4. 8

12 4. 6

13 4. 4

14 4. 2

15 and later 4

Lybrand, Ross Bros. & Montgomery,
New Yoric, N.Y., July 7, 1971.

Mr. Richard Q. Wendt,
ActuariK Securities d- Exchange Commission,
Washington, D.C.

Dear Mr. Wendt : In our telephone conversation today, you inquired as to the
effect of Medicare on lapsation. particularly since we have selected age 57 as a
composite age in establishing an amortization schedule. We .should make it quite
clear that, although the eighth year might be a year of unusually high lapse
for tho.se policies actually issued at age 57 because of the effect of Medicare,
the impact of Medicare should have no effect on policies issued to those already
over age 65 since the.se individuals would clearly have decided that their coverage
was needed despite the availability of Medicare ; it would have no effect on those
policies issued to those under age 45 since Medicare takes effect beyond the 20th

year, which is beyond the point where our amortization schedule runs out.

We see, therefore, that the effect of Medicare might tend to increase lapse
rates at durations 65-x for those policies within the issue range of 45 to 65.

The lapse assumptions used were based on aggregate lapse experience by the
company as it is currently experienced ; the effect of Medicare is therefore
built in to the lapse assumptions as we have selected them. The selection of age
57 is merely to get a proper average mortality effect on the schedule and it

would be quite improper to assume higher than average lapses in the eighth
year for the age 57 composite although it might be proper to use higher than
average lapse experience for actual age 57 issue in order to determine the overall

lapse rate.

We would now like to consider whether Medicare would have an adverse
effect on lap.se rates on any issue age. Most important in considering the effect

of Medicare on the lapse experience at National Liberty is the fact that the
coverage is supplementary in nature. Benefits are "add-on" cash benefits. I feel

for one thing that there would be an analogous situation as with NSLI. The
concern by some insurers in the early days of National Service Life Insurance
was that it would be competitive and tend to replace commercial life insurance.



616

I think it can be safely stated that the insurance was considered supplementary
and on the whole made GI's first aware of the need for life insurance after
military service. Of course, as in the case of any body of policyholders, there will

be some people who will take the insurance as a temporary measure. However,
it is not expected that the existence of Medicare will create a tendency to drop
out of the coverage once attaining age 65.

Also, it is important to state that the December 1970 exposure draft of the
"Audits of Life Insurance Companies" requires that the assumptions, withdrawal
among others, be in keeping with those used in the setting of the premiums.
This is the case at National Liberty.
Apart from the audit guide condition for the assumptions was a separate look

at experience which Mr. Hill and I made in order to arrive at tlie lapsation
pattern. You should have received some material in this regard under separate
cover.

Again, I would like to state that I am available, at your earliest convenience to

assist you in expediting any actuarial matters you wish to discuss in regard to

National Liberty.
Very truly yours,

Lybrand, Ross Beds. & Montgomery,
By Abraham Hazelcorn,

Fellow of the Society of Actuaries.

Lybrand, Ross Bros & Montgomery,
New York, N.Y., July 27, 1911.

Mr. W. Benjamin Weaver
Treasurer, National Liberty Corp.,

20 Moores Road, Malvern, Pa.

Dear Ben : In accordance with your request, we are replying to the com-
ments made by the SEC in their letter of July 22, 1971, page 7, second paragraph.
During the audit of National Liberty Life Insurance Company as of Decem-

ber 31, 1970, we examined the Company's actual acquisition costs incurred, and
tested to see if the portion deferred was recoverable from future gross premi-
ums. Our basic test involved the calculation of natural reserve premiums to see

that these were no greater than gross premiums charged to policyholders.
Natui'al reserve premiums were calculated by us, based on principles and meth-

ods in Chapter 7 of the exposure draft of the Life Insurance Company Audit
Guide (issued in December 1970). These premiums were the level amounts, cal-

culated at issue, which were adequate to provide for all future benefits and
expenses without profit margins. Acquisition and maintenance cost factors used
in natural reserve premiums were set equal to actual 1970 unit expenses
incurred.

In the attached exhibit, the following items are listed for health insurance
plans sold by National Liberty :

( 1 ) Acquisition and maintenance expenses per unit.

(2) Natural reserve premiums per unit, benefit portion, expense portion,

and total.

(2) Gross premiums.
In each case, natural reserve premiums for National Liberty are less than

corresponding gross premiums charged by the Company. As a result, based on

the actuarial assumptions

:

(1) Actual acquisition costs will be recoverable from future gross

premiums.
(2) Profit margins exist in gross premiums charged.

In all our tests of National Liberty policies, we did not find any instances

where natural reserve premiums were greater than gross premiums.
Please call if you need more information.

Sincerely yours.
Abraham Hazelcorn-
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Peat, Maewick, Mitchell & Co.,

Philadelphia, Pa., July 21, 1911.
Mr. W. Benjamin Weaver,
Treasurer, National Liberty Corp.,
Moores Road, Fraser, Pa.

Dear Ben : In accordance with your request, we are replying to the comments
made by the SEC in their letter of July 22, 1971, page 7, second paragraph.

In the course of our audit of National Home Life Assurance Company as of
December 31, 1970, we examined the company's actual acquisition costs incurred,
and tested to see if the portion deferred was recoverable from future gross
premiums charged to policy holders. Our primary test involved calculating
natural reserve premiums for life and health insurance to see that such premiums
were less than gross premiums.
Natural reserve premiums were calculated according to principles in Chapter 7

of the exposure draft of the Audit Guide for life insurance companies issued
by the AICPA on January 15, 1971. In essence, natural reserve premiums are
the level amounts calculated at issue which are adequate to provide for all

future benefits and expenses. In other words, a natural reserve premium is the
projected "break even" premium. Acquisition and projected maintenance cost
factors assumed in natural reserve premiums were set equal to actual unit ex-

penses incurred in 1970. In addition to the acquisition and maintenance ex-

penses, other actuarial assumptions used in natural reserve premium calcula-
tions, such as withdrawal rates, claim costs and interest factors have been
discussed in our previous correspondence.

In the attached Exhibit 1, the following items are listed for certain key health
insurance plans of National Home :

1. Unit acquisition and maintenance expenses used in natural reserve
premiums.

2. Unit natural reserve premiums with benefit portions kept separate from
expense portions.

3. Unit gross premiums.
In every case you will see that natural reserve premiums of National Home

are less than the company's gross premiums. This means that based on actuarial

assumptions employed

:

1. Actual acquisition costs incurred are recoverable from future gross
premiums.

2. It is estimated that gross premiums include reasonable profit margins
after full recovery of acquisition costs.

In all our tests of National Home policies, we found no material instances

where natural reserve premiums exceeded gross premiums.
Please let me know if you require any additional information.

Very truly yours.
Peat, Marwick, Mitchell & Co.,

Norman E. Hill, FSA.

August 6, 1971.

Re National Liberty Corp.

Ralph Hocker, Esq.,

Associate Director, Division of Corporation Finance, Securities and Exchange
Commission, 500 N. Capitol Street, Washington, D.C.

Dear Mr. Hocker : We have been requested to furnish supplementally the der-

ivation of the Company's lapse experience as shown in the table on page 6 of

the prospectus, and to comment on any lapsation trends.

The development of the lapse rates used has been previously discussed in de-

tail by Mr. Abraham Hazelcorn, the actuary from Lybrand, Ross Bros. & Mont-
gomery, and Mr. Richard Wendt, the actuary for the Commission. This conver-
sation was subsequently followed by a letter dated July 7. 1971 from Norman
Hill, actuary for Peat, Marwick, Mitchell & Co. to Mr. Wendt. This letter ex-
plains the actuarial procedures used to 'develop the lapse percentages appearing
in the table on page 6.

In order to review for discernible trends that might have developed with re-

spect to the aforementioned lapse rates, the following information was developed.
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How do you explain this discrepancy between the data filed with the

SEC and State insurance departments ?

Mr. Slater. I think the data filed with the SEC has to do witli the

method that we are using in writing off our acquisition costs and the

rates filed with the insurance department are based on the experience

that we anticipate.

Now we did make a substantial study last year and we redid all our

assumptions and made extensive studies of persistency, and it could

very well be that one was on one basis and the other one happens to be

on the newer basis.

Mr. Sharp. Mr. Slater, could the reason be that the lower termina-

tion rates supplied to the SEC produce a better picture for your

stockholders ?

Whereas a higher termination rate supplied the State inurance

department
Mr. Slater. I don't think that is necessarily so. How do you write

off your acquisition costs ?

Mr. Sharp. Pardon me, sir?

Mr. Slater. The formula is how do you write off your acquisition

costs. Now, the facts are that it is not going to make any difference

over a period of years which one you use. The facts are going to come

out, or the experience will be the one that shows.

Now what you have happened is that you have a formula for writing

off your acquisition costs, and then the actual experience adjusts from

year to year, as you go along.

Mr. Sharp. In the material furnished to the SEC in connection with

the recent offering of your securities, particularly—the registration

statement and prospectus—you gave the following projected profit

margins for a $400 hospital indemnity guaranteed renewable policy,

that is, your NH-10 policy.

Now, I would like to read, Mr. Chairman, if I may, into the record

:

At the issue age 37, the gross premium per unit, that is per policy, $33 for

males
;
projected profit margin, $15.82 for that policy, and profit margin as a

percent of premium, 46.6 percent.

Again, for males at age 47, the gross premium per unit, $36.00 ;
projected profit

margin for this $400 hospital indemnity policy, is $13.60. Profit margin as a per-

cent of premium, 37.8 percent.

Fifty-seven-vear-old males, and age 57 is the average age of the people who buy

your policy according to the information furnished to the SEC, the gross premium

is $47.50 ; 'the projected profit margin per unit was $18.47 ; the profit margin was

For females, age 37, $33 gross premium ;
projected profit margin per policy,

$12.71 ; 38.5 percent projected profit margin as percent of premium.

Forty-seven-year-old female, $36 gross premium per unit ;
projected profit mar-

gin per unit, $12.49 ;
profit margin as percent of premium, 34.7 percent.

For a 57-year-old female, $47.50 gross premium per policy here ;
projected profit

margin per unit, $18.96 ;
profit margin for percent of premium, 39.9.

What is your reaction to this ? It seems like a very high profit margin

to expect here on these policies.
. . .

Mr. Slater. Are you sure those figures are not before acquisition

costs ?
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Mr. Sharp. No; these are after acquisition costs, sir.

Mr. Slater. We don't seem to have those figures. Now we did give
you our figures of what we expected—where out of a hundred and two
percent, which would be premiums and investments, [and] there would
be a profit margin of about 10 percent of premium.
Now this profit, this 10.5 is a double profit margin. It is not a single

one. It is a marketing profit plus a carrier profit.

I think most of the figures you have seen are not where you would
have two different profit margins. This is one—this is two. You gen-
erally just see one.

Mr. Sharp. May I give you this table ? Thank you, sir.

(Table follows:)
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Mr. Slater. We'll come back to this if you don't mind. I'll let

Mr. Patty take a look at it and then we'll come back to it.

Mr. Sharp. We'll welcome an explanation, if you would care to

furnish one later for the record.

Mr. Slater. I don't think it's giving the impression of the facts.

The facts are not the impression that you've taken from it, and as I

look at it, I get the same impression as you do, but I'd like to examine
the figures a little before.

I think the overall summary we gave you on profits is probably more
accurate.

Mr. Sharp. Well, sir, what do you feel the profit margin is ?

]\Ir. Slater. Well, last evening I read an article by Martin Gins-

borough of the National Industrial Conference Board and he said that

manufacturing companies had a profit of 4 percent after taxes. Now,
that is a profit of manufacturing.

]Mr. Sharp. Four percent after taxes, is that on sales?

]\Ir. Slater. Four percent of sales after taxes, that's correct.

]Mr. Sharp. Have you any idea what that would be as far as net

worth ?

Mr. Slater. This is an average taking people of all

]\Ir. Sharp. That says sales. I'm talking about after you take the

surplus
Mr. Chumbris. He is quoting Ginsborough. You are asking him to

speculate on what Dr. Ginsborough has revealed.

Mr. Slater. Taking that as a benchmark, and working from there

that he said 4 percent of sales after taxes.

Mr. Sharp. I'm sorry for interrupting you. Go ahead.

]Mr. Slater. If you go ahead. If you look at the figures we have

presented to you. somewhere between 7 and 10, remember, this is a

double profit margin and not a single one such as we have referred to.

Now, if you are going to compare us, say, with General INIotors, you
would have to take the profit of General Motors plus the profit of the

dealers to compare to this 7.25 to 10 percent that we have here, be-

cause we are the marketer and we are also the carrier.

]Mr. Sharp. Sir. would you have any idea what the average rate of

return on net worth is ? That is, take the assets minus the liabilities and
that's what this

Mr. Slater. Are you talking about our company ?

Mr. Sharp. Not in your company, sir. I mean on the average for,

let us say, manufacturers?
INIr. Sharp. I would say most manufacturing companies are looking

for 25-percent return on their money.
Mr. Sharp. Twenty-five percent of return after taxes?

Mr. Chumbris. Mr. Sharp is bringing up the point that has been

disputed within this subcommittee for the last 15 years, and that is

how to determine profit, whether it is on sales, whether it is on net

worth, and several other theories, and it all depends upon w^hat in-

dustry we are talking about.

We have had witnesses who have testified, for instance, grocery

stores and national chains, they say that 1 percent on sales, they are

doing very well. Whereas, some companies have to make 6 percent

on sales to be able to survive and meet their stockliolders obligation.
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Others have to make maybe 10 percent because their turnover is

not as fast as the 6 percent or the 1 percent industries.

There are so many conflicting theories for us to get into discussion

on this matter. Unless there is a specific reason to point up which

theory we want to use, I think that we are asking the wrong questions

of the wrong witness.

Mr. Slater. We are talking about something between 20 and 30

percent.

Mr. Chumbris. Your return on investments.

Mr. Sharp. We have noticed from the latest prospectus filed with

the SEC, you made $12 million, after taxes, on your net worth of $44

million in 1970. This means National Liberty had a 27-percent return

after taxes in 1970. That's close to the 20 or 30 percent.

Don't you think that this 27 percent return is excessive compared

with A.T. & T.'s 9 percent return after taxes in 1970? The Chase

Manhattan Bank had a 10.8 percent after tax return on net worth m
1970. Both are in regulated industries, as I assume your company is.

Mr. Slater. Well, I think there is a lot of difierence here, Mr.

Sharp. You are talking about A.T. & T., which is a mature business.

Remember that you are talking about a company that, in 1971, wrote

more business than it did in, I think, the prior 5 or 6 years, and that

we know that the profit rate on new business is much higher than the

profit rate on mature business.

If you are going to compare us with the Chase Manhattan Bank,

which is a mature organization of over 100 years of age, which has a

lot of old business on the books ; we have proportionally a lot of new
business on the books, and whenever you have a new product, the rate

of return is always higher.

And we do not anticipate, as our company matures, that our profits

will remain anything like what you are referring to.

Mr. Sharp. I wonder if we could move on to an area that was earlier

commented on by the chairman and Mr. O'Leary: the advertising

practices of your company.
You are aware—and I hope I am quoting correctly and please cor-

rect me if I am wrong—I understand the Louisville Courier Journal

and the Toledo, Ohio, Blade, have refused to carry mail order health

insurance advertising. Are you aware of this ?

Mr. Slater. The Louisville paper—I don't know the name of it

myself—has said that for a temporary period they were suspending

advertising so that they could devise the proper guidelines for the

basis on Avhicli they would receive advertising.

We have seen those guidelines and our advertising conforms to it

and as soon as they say OK we will be back in the newspaper.

Mr. Sharp. It is our understanding, also, that Mr. Art Linkletter

has a $50,000-a-year contract with your company, is this true?

Mr. Slater. Mr. Linkletter has a $50,000-a-year contract with our

company, yes.

Mr. Sharp. Does this appear in your advertising brochure ?^he
fact that Mr. Linkletter has a contract with your company or is just

his picture in there ?

Mr. Slater. No, it does not. I have never seen any other endorse-

ment that does.
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Mr. Sharp, Are there any other such endorsements in this field, such

as this?

Mr. Slater. ]Mr. Harvey -endorses for the Bankers Life & Casualty,

that appeared here the last time. Jack Benny endorses. There is an-

other, Fenneman, a TV personality, also endorses.

Let me point out to you, ]Mr, Sharp, that ]Mr. Linkletter has made
over 100 commercials for TV advertising, and if you take the $50,000

and divide it into that, that is $500 a TV ad, and that is relatively

inexpensive.

He is a member of the board, he serves as a marketing consultant,

and Ave think we are getting him for a very cheap price. We do put

in our advertisements that he is a member of the board.

]Mr. Sharp. You do. I notice that in your National Liberty Cor-

poration Annual Eeport, there is listed an Andrew Heiskell, who is

he connected with, sir ?

INIr. Slater. He is connected with National Liberty Corp.

Mr. Sharp. Are there any other businesses that he is connected

with ?

Mr. Slater. Not to my knowledge. He is a full-time employee of

National Liberty Corp.
Mr. Sharp. As director and officer, you also have listed here Wal-

lace Ericson, president, Wallace Ericson Co., Chicago, 111. ^Vliat is

his function as a director with your company ?

Mr. Slater. Well, he is an outside director of the company and has

been an outside director ever since the company has gone public.

Mr. Sharp. Do you know what his business connections are ?

Mr. Slater. He is a scientist and I'm not sure what field he is in.

:Mr. Sharp. And you have W. Marvin Watson listed. President,

Occidental International Corp.; former Postmaster General of the

United States. Any particular reason that he is serving on your board

of directors ?

Mr. Slater. We like to have outside members on the board to get

their advice and I might say that they all attend every meeting.

Mr. Sharp. Any particular reason why :Mr. Frank Carlson serves

on vour board ?

Mr. Slater. Well he is a man that can give us particular advice

in a lot of areas and we welcome that advice. Senator Carlson, as you

know, is now an elderly gentleman. He has retired from the Senate

and attends our meetings faithfully.

Mr. Sharp. I would like to introduce into the record, Mr. Chairman,

the National Liberty Corporation 1071 Annual Report.

(Documents follow. Testimony resumes on p. 662.)

90-319 O - 73 - pt. lA
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Highlights of the Year

Percentage
Comparative Highlights 1971 1970 Increase

Assets: $190,207,705 $124,090,811 53.3%

Shareholders' Equity: 75,063,436 44,147,088 70.0%

Insurance Premiums: 76,967,280 53,951.197 42.7%

Investment Income: 3,669,909 2,694,355 36.2%

Total Revenues: 84,812,859 59,535,030 42.5%

Net earnings before investment
losses and extraordinary items: 14,151,041 9,169,318 54.3%

Net Earnings: (a) 13,845,193 11,840,096 16.9%

Net Earnings PerShare before

investment losses and extraordinary

items: $1.56 $1.04 50.0%

Adjusted Average Number
of Shares Outstanding: 9,074,399 8,907,1 78

(a) Net earnings include non-recurring items described more fully in the Consolidated Statement of

Income. Net earnings per share after non-recurring items were $1.53 in 1971 and $1.34 in 1970.

The above highlights are shown as prepared in accordance with accounting principles as set forth in

the exposure draft of Audits of Life Insurance Companies, released by the American Institute of Certi-
fied Public Accountants in December, 1970.
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chairman's Meiiage

When I was elected Chairman of the

Board of National Liberty Corporation,

I received several inquiries asking me to

spell out the difference between oper-

ating a giant life insurance company,

which I did for some time, and the

companies in the National Liberty

Group. The difference is that which

distinguishes being a leader from becom-

ing a leader, in any field. I have no

doubt that National Liberty is becoming

one of the giants of the financial world,

for we have evolved a scientific approach

to marketing which enables us to

generate profitable new business at an

unprecedented rate while providing a

useful service to society.

At National Liberty we are exploiting

every available means of reaching

literally millions of people through

unique, low-cost, methods of market

identification and new product develop-

ment. We do this through the appli-

cation of actuarially sound market

testing methods. This enables us to

develop reliable indicators of public

preference for the variety of products

which the company can offer.

When I became a Director of National

Liberty Corporation two years ago, I

was certain that traditional methods of

marketing insurance could be improved

upon. Now that I have changed my
posture from observer to participant,

I am even further convinced I was right.

National Liberty, through the success

of its unique approach to marketing,

has provided such an improvement.

Premium income on new, individual

health and accident and life insurance

policies compares favorably with the

volume of similar new business

produced by the industry's largest

companies.

The price of success in any field is

increased competition. Our competitors

have confirmed the soundness of our

marketing methods. We have, in effect,

helped to create a new industry-

supplemental health insurance— in

which National Liberty is the acknowl-

edged leader.

How broad the market is remains

anybody's guess. Interestingly enough,

our period of greatest growth occurred

while the nation's economy was
seriously depressed, when people were

banking their money rather than making

purchases. We can only estimate what

a stable economy will mean in terms of

the growth of your company. However,

even a stable economy, coupled with a

reduction in the unemployment rate,

will not cause a decrease in cost of

hospital care. We believe that these

factors will provide an increasingly

receptive market for our supplemental

accident and health coverages in the

future.

As the person responsible for the day-

by-day operations of National Liberty

Corporation, I am highly enthusiastic

about its prospects for the future. But

the future cannot be left to develop by

itself. At National Liberty we place

great emphasis on advance planning.

We have well-defined plans for the 1970

decade, indicating where we want to go
and how we want to get there. I am
pleased to note that although we are

just entering 1972, we are already ahead

of our planning in terms of both goals

and objectives.

Fellow, Society of Actuaries, Chairman of the

Board of Directors and Chief Operating Officer

Although the financial figures con-

tained within this Annual Report

speak extremely well for the company,

I believe the true wealth of this orga-

nization lies in the unique talents,

energies and ideas of the many men and

women who carry out the myriad

complex tasks which sustain the tremen-

dous momentum this organization has

been able to generate.

/jMA^J^S^jtl
Rohtrl E. Slater

President's Message

Founder, President and Chief Executive
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1971 marked the twelfth consecutive

year of growth in profits and earnings

for your company. Revenues at

$84,812,859 were up 42.5%, net profits

at$14,151,041, were up 54.3%. Earnings

per share at $1.56 were up 50%.

"How long can you keep this up.'"

is the question we are often asked. We
can give no specific answer except to

say that we see no end in sight.

Growth in a company like ours

doesn't just happen. It is caused by the

dedicated and concerted efforts of a

great group of people. And the attitude

of these people toward our record for

1971 can be summed up this way: "We
are gratified, but not satisfied." Once
self-satisfaction creeps into any business,

apathy and stagnation follow.

Behind the statistics which you will

find in this report, there are many
factors which helped to produce them.

First of all, I want to reiterate my firm

conviction that a company is only as

good as its people. During the year

1971 we attracted unusually talented

and dedicated people at every level.

Heading the list, of course, is Robert

E. Slater, a brilliant actuary who worked

his way up through the ranks to head the

John Hancock Mutual Life Insurance

Company. Mr. Slater, who is 55, long

has been a keen student of the business.

His experience in directing thousands

of people and in the deployment of

billions of dollars in assets has already

proven to be of significant value to us.

Before joining National Liberty, but

while he served as a Director, Mr.

Slater spent a year abroad, during which

he gained an insight into international

marketing which will be particularly

useful as we expand worldwide.

We are also pleased to welcome

Robert O. Saflford as Executive Vice

President— Sales for National Liberty

Corporation. I have personally admired

Mr. Safford's competence and enthu-

siasm for several years. These qualities

have enabled him to compile a highly

enviable record in life agency sales man-

agement. His personal and corporate

sales records have made him well known

and respected throughout the insurance

industry. Mr. Safford has been charged

with building a national specialty sales

organization which we will be able to

tell you more about later in the year.

Toward the end of 1971 we added to

our Board of Directors a man whose

name and face are so well known that

his identification with National Liberty

brought immediate and enthusiastic

response. Art Linkletter's familiar

features now grace much of our print

and TV advertising.

Mr. Linkletter has added to the

element of believability which is so

important when there is no personal

contact between the company and the

prospective policyowner. Undoubtedly,

one of the reasons for Mr. Linkletter's

success is that he is not just a television

personality, but a real man with keen

intellect and a great heart. He con-

tributes to our Board discussions not

as an entertainer, but as an outstanding

and successful businessman.

Also enriching our Board during

1971 was David H. Jaquith, Chairman

of the Board of Vega Industries,

Syracuse, New York. Mr. Jaquith is a

Fellow of the American Management

Association, a Director and a Member
of the Executive Committee of the

AMA and is Chairman of that organiza-

tion's Presidents Association. He brings

to NLC a wealth of management ex-

perience.

At the November Board meeting it

was announced that William W.
Scranton had been appointed to the

President's Price Commission. As a

result, Governor Scranton, to avoid any

semblance of conflict of interest, re-

signed as Chairman and as a Director

of National Liberty Corporation. Our
association with him has been so

enjoyable that we would genuinely

regret losing his services were it not for

our conviction that his contribution to

our country's welfare supersedes any

commercial considerations.

In February 1971, after many years of

planning and waiting, we moved into

our new home office building, located

on 92 acres of land through which

marched the troops of General Wash-

ington on their way to neighboring

Valley Forge.

Our original plans called for a second

building, adjacent, to be built in 1974,

but the tremendous growth of the

company has forced us to move the

schedule ahead. The second unit will

house an additional 750 people when

completed in early 1973-

We have estimated that National

Liberty could sustain a growth rate of

20-25% per year without the need to

seek outside funds. We believe, how-

ever, that we should reach out to the

limit of our ability to maintain growth

far beyond what is simply convenient.

The successful offering of National

Liberty stock in September 1971 at a

price of $36.50 a share, added $17

million to the Corporation's resources.

In addition, the commercial banks with

which we do business have indicated

their willingness to continue to make
available suflicient financing, when, if

and as needed.

If I were asked to give a simple ex-

planation of how we do things at

National Liberty, I would express it in

a three word formula; "Research-

Test— Explode!" We are continually

looking for and researching new
marketing ideas, products, media, con-

cepts. When we find them we put them

to the test. When a test empirically

demonstrates that we have another

"winner," we then explode it with all

the resources at our command.
During the year we were pleased to

receive numerous visitors. We always

enjoy taking them through the building

and providing an overview of our

operations. Since all shareholders can-

not possibly visit us, we will take you

on a simulated tour through the medium
of the pages of this report.

Aside from the gifted people who
have joined National Liberty in the past

twelve years, the financial resources

which have been available to us, and

the successful implementation of many
new ideas which have set us apart from

other companies, we have what we call

a "secret weapon" which we employ

regularly in our operations. To us,

the slogan "In God We Trust"

which appears on our coins is not

simply a pious platitude but a practical

reality. We believe in prayer not merely

as a religious exercise, but as a vital

force available to us as individuals and

doubly effective as a means of welding

together people who work together. We
have many policyowners and share-

holders who write to tell us that they

pray for us, and for this we are grateful.

As always, we welcome questions or

visits from our shareholders.

(jLsC/.AP^..

Arthur S. De Moss
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A Trip Through

National Liberty

As you enter the impressive

lobby of the new National

Liberty building, you are

greeted by our receptionist.

Upon informing her that you
have been promised a guided

tour, she summons one
of our hostesses.

As you sign the guest register,

the hostess explains that

National Liberty Corporation

is made up of five major

subsidiary companies,

De Moss Associates,

National Liberty Life

Insurance Company,
National Home Life

Assurance Company,
National Information

Systems Corporation,

and National Consumer
Marketing Corporation.

"We'll start with the oldest,

our marketing arm, De Moss
Associates. Won't you
please come with me."

Of course, it is not possible

for every visitor to have the

opportunity to meet each
company president. Were

that possible, the following

pages highlight what they

might be likely to tell you
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"Mr. Shipley, president of

De Moss Associates, came to

National Liberty after 1 4 years

with Procter & Gamble, one
of the world's great marketing

organizations."

William H. Shipley

President, De Moss Associates, Inc.

Effective Maxch 15, 1972, the name of De Moss
Associates, Inc. was changed to National Libetty

Marketing, Inc., in keeping with the pattern estab-

lished by other National Liberty subsidiaties.

"Welcome to De Moss Associates," says Shipley, with a disarming smile. "I

imagine you would like to know how we obtain the direct response business which

provides the 'fuel' to nin this whole Corporation. Well, let me start back in 1959

when Arthur De Moss formed De Moss Associates. Until that time, direct response

advertising efforts in the accident and health field had been sporadic at best. Little

had been accomplished by anyone in this area. Mr. De Moss, as an enterprising

marketing man, took the lead. He started selling health insurance directly to the

abstainer market, and soon became the outstanding direct response marketer in the

country. As a result, our business grew at a very rapid pace. It is through his efforts

that De Moss Associates has developed into a direct response marketing company.

"Basically our company today is doing the same sort of thing that it did then,

but on a much larger scale and in a more sophisticated manner. In 1971 our adver-

tisements appeared more than 750 million times. They ran in virtually all of the leading

newspapers of America: some as full page advertisements; others as free-fall inserts.

In addition, ads wete run in broad circulation magazines and specialty newspapers.

We mailed more than one hundred million direct mail sohcitations. These maihng

pieces, as well as our other advertisements, were to both the Gold Star (abstainer)

market and the broad market, which includes all people.

"De Moss Associates has become one of the finest marketing companies in

America by carefully seleaing personnel with backgrounds and strengths that

complement and add to the direct tesponse business. We have built a team of young

managets (average age under 37) who are not necessarily from the direct response

industry, but who are experts in their individual marketing areas. As a result of the

efforts of these people, out business has tapidly grown through the use of creative

newspaper and magazine advertising, new forms of direct mail, a unique approach

to television and radio and by expansion into international markets.

"Sophistication continues to develop not only in the classical marketing sense

but also in a financial sense. For the past 12 years, we have kept careful records on

all response patterns, persistency statistics and claim payments. This information

has been incorporated in a sophisticated computer program which provides us with
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Creativity plays ripiirtant role Phone inijitiriei are haiiJleJ promptly Computer reports anl planning

a 'media profile.' This quantifies such elements as type of publication, place of

residence and method of marketing. Availability of this kind of information allows

us to predict accurately the return we can expect from each dollar invested in

marketing activities. We have been able to rank these activities so that our investment

is made only in those activities which will give us the maximum return for minimum

investment. Constant refinement of the media profile' provides ever greater reliability.

"Market tests and research programs have been conducted in several countries.

We have spent many dollars in determining the make-up of the international

market, and to evaluate the potential market for direct response insurance overseas.

We have found that our type of supplementaty coverage for hospitalization, con-

valescence, and accidents as well as life insurance, is in demand in many foreign

countries, even those with nationalized health schemes.

"To develop a business as large as De Moss Associates, one that is growing as

rapidly as ours has, we have found it advantageous to have our own Creative Services

Division. We have copywriters, artists and other creative people working on our

business on a daily basis. It is their |ob to make sure that our advertising materials

conform to the laws and regulations of the various state and international insurance

departments and that we are constantly informing our policyowners, in the simplest

manner possible, what their policy offers them.

"Once we sell a policy, we consider service to be as important as the original sales

effort. Therefore, we have a special Policyowner Marketing Division which, through

telephone lines covering the entire country, provides personal service on claims,

helps straighten out problems, and offers additional coverages to our policyowners.

These people are available to service our policyowners 16 hours each day, five days

a week, plus a half day on Saturday.

"Today, De Moss Associates has over 170 full-time employees marketing direct

response life accident and health business for National Liberty Corporation.

"And that, considerably simplified, is how we do it," Shipley concludes. Turning

to your hostess he suggests, "Perhaps our guest should now find out what happens

once the policy has been sold."

mil
1967 1966 1969 1970 1971

" 1969 1970 1971

Total Advertising Impressions*

Direct Mail Newspapers

'Does not include TV or magazine adv
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"Mr. Keller knows the

administrative side of the

insurance business inside

out. He's obtained annazing

results in getting policies

issued and claims paid

quickly."

Meeting John Keller.

President of National Liberty

Life, you inquire what happens

to policies once they've been

sold- He responds by telling

you that National Liberty Life

issues the policies from all

direct response advertising,

collects the premiums, and

pays the claims.

Your tour of National Liberty

Life begins in the mail

department. Literally

thousands of pieces of mail

are opened and sorted here

before being routed to an

area on the third floor where
cash and checks are

extracted and applications

are neatly bundled. Each
bundle has a processing

control tag for recording the

elapsed time at various work
stations.

"The objective is to assure de-

livery of the policy, in the shortest

time possible, to every person

whose application is approved.

During 1971 we reduced what we

call the 'turnaround time' from an

average of 8 days to an average of

l\'i days. This means that a person

who has responded to our adver-

tising gets a taste of what our

service is like by receiving his

policy in an astonishingly brief

period of time. Thus he knows he

IS an important person to the

company and will receive the same

kind of service should the time

come for him to file a claim.

"Since we quite often process more than 100,000 applications in a single month,

we have had to develop systems and controls to keep things flowing smoothly and on

time. It is not difficult to imagine the mountainous backlogs we'd have if all that

paper started piling up. "We use a highly skilled systems staff which keeps monitoring

our performance and reporting results to all levels of management for any needed

corrective action.

"I am especially proud of the performance of our Claim Division in expediting

the payment of benefits to policyowners. "We are currently paying approximately

1,000 claims per day. The majority of these are mailed out in less than a week. Our

attitude in claim handling is that policyowners, who have entrusted us with their

policy premiums, deserve prompt consideration. To this end we have written a state-

ment of philosophy to be followed by our claim examining staff as part of their job

requirement. This statement, among other things, clearly declares that every covered

claim IS to be paid in the shortest time possible. As in policy issuance, our systems

and controls assure a smooth and timely flow of each claim from receipt to settlement.

"In August, 1971, we launched a new and wholly-owned subsidiary. National Home

Assurance Company of New York. It actually began operations in November and in

its first two months, more than 17,000 policies were sold.

"National Liberty Life services all of the direct response business for its own

policyowners, for those of National Home Assurance of New "Vork, and those of its

sister company. National Home Life Assurance Company," Keller states. "I hope

you'll be seeing the people of National Home Life to get their story as well."

]ohn W. Keller

President, National Liberty Life Insurance Company
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mil
1967 1968 1969 1970 1971

Claims Paid . Hj
(In Millions) H

.11
mil
1967 1968 1969 1970 1971

// all heeins in the mail i

Over 1.600.000 policyoumr Checkni.i; poln-y mfnr
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IM/ira/^rr frji

T. Robert Wilcox

Presu/enl. National Home Life Assurance Company

business acquisition costs extremely low. The agencies we deal with are basically in

the estate and total financial planning areas of the life insurance industry.

"Life insurance issued during 1971 amounted to approximately $212,000,000.

The average size life insurance policy sold by our agents was approximately $70,000.

We believe this is probably the highest average of any company in the insurance

industry.

"Although National Liberty is well-known as a direct response marketing organiza-

tion, we believe that there is now and will remain a definite need for agents to assist

policyowners in some of the more complex aspects of financial planning relating to

insurance and investments.

"I am sure that you must be thinking by now that a company which deals with

thousands of policies, both life and health and accident, which works with a field

force and direct response advertising as well, must have a terrible problem keeping

it all straight. Well, in addition to the tremendous services provided by John Keller's

people in National Liberty Life, which you've already visited, I'm happy to tell you

that one of the real saving graces of this organization is the support which we have

received from National Information Systems Corporation.

"By the way, in case you hadn't planned it, I urge you to take a look at that

operation," Wilcox suggests. "It is as contemporary in its facilities and service

capabilities as anything available. You'll find them on the same floor we are, at the

other end of the building."
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"The National Information

Systems facilities center may
remind you of pictures you've
seen of the glassed-in

'clean rooms' at the space
center in Houston or Cape
Kennedy."

The large, colorful room you
now enter appears to be dust-

free and organized to the

maximum. It presents the

appearance of a complex
interaction of electronic

components, absolutely

under control. President

Carl G. Sempier, a man of

infectious enthusiasm,
greets you.

"I suppose I should tell you right away that what you see here today is just part
of our total complex. 'We also have operations and equipment at locations m Haddon-
field, New Jersey; Rosslyn, Virginia; Chicago, Illinois; Dallas, Texas; and Toronto,
Canada.

"Further, although we primarily serve National Liberty and its various com-
ponents, we have branched out and today serve a number of other industries as well.

"NIS equipment, which you see here, includes a

new IBM 370 system as well as the IBM Model
360/40. The equipment is used around the clock.

Millions of transactions are processed each month
for National Liberty Life and National Home Life.

"Perhaps one of the most fascinating features,"

he explains, "is that a policyowner can call in to

inquire about his policy, and his records will be
available from the computer in a m.atter of just

seconds.

"Now, in terms of where we are and what we're

doing," Sempier continues, "let me explain that

our growth has been largely in two areas, financial

and capabilities.

"From a financial performance viewpoint, NIS
gross revenues increased to $6,489,132 from

$4,622,969. Income from operations increased to

$359,851 from $16,123 or $.09 per share compared
with $.004 for 1970. The 1970 financial results have
been restated to include the acquisition of Com-
puter Investments and Leasing Corporation which
was acquired during 1971 and accounted for on a

"pooling of interests" basis. In 1971, an extraordi-

*»;.«;,-»••

National Informations Systems
Revenue

From Affiliates From Non-Affilif

National Infonnationa Systems
"Before Extraordinary Items
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Project hoard at the Data Center

Carl G. Semjiier

President, National Information

Systems Corporation

nary charge primarily resulting from the revaluation of the 'Goodwill' associated

with the acquisition of Mastech Computer System?, Inc. reduced earnings per share

from operations from $.09 to a loss of $.04.

As if reading your mind, Sempier suggests with a smiJe, "I'll bet you're wondering
how a company like ours grows in terms of capabilities. Well, in 1971 this kind of
growth took five forms.

"First, was product performance. This is excelling in what we do and within an
industry specialty. Our field of greatest expertise— 1 believe it to be unparalleled—

is in support of the insurance and direct response marketing industries.

'Second, we branched out to serve new industries such as commercial banking,

mutual funds, and State and Federal Government processing. I believe we have real

potential for future growth in these areas.

"Third is in terms of growth of our own personnel. Today we employ over 275

incentive-oriented, innovative, youthful and aggressive information specialists.

"Fourth is the creation of NIS, Ltd. of Canada. Here we have contracts under
negotiation with an insurance company and a mutual fund which should provide us

with a profitable base for operations in that country.

"And fifth is in a variety of new products. During 1971 we developed four new soft-

ware packages and two additional systems which considerably enlarge our capabilities.

"Another point which I believe should be mentioned is the acquisition, in December
1971, ofComputer Investments and Leasing Corporation, which significantly increases

our capacity to handle additional business and the opportunity for future growth.

"Finally, I have to say that being a part of NIS is a terribly exciting thing. Most of

our people have been with much larger companies in the past, but I believe they

would subscribe to the philosophy which Mr. Slater, National Liberty's Chairman,

advances when he talks about the difference between being and becoming. If you've

ever been in an athletic event, you know that the real thrill is in the doing.

"Well, I hope I've been able to give you some idea of how NIS fits into the

scheme of things at National Liberty. Call us anytime if you have any questions."
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After lunch in the attractive

ennployees' dining room,
overlooking a spring-fed pond
and stream where a family

of ducks make their

permanent home, you are

escorted to the headquarters
of National Consumer
Marketing Corporation in

King of Prussia, just a fevi^

miles distant.

"Although its field is

marketing, this is possibly

our most diversified

subsidiary company They
alwfays seem to be working
with some new and
exciting idea," your hostess
observes

"National Consumer
Marketing is a natural

adjunct to the operations of

National Liberty Corporation,"
says Charles M. Cavanagh,
NCM president.

Charles M. Cavanagh

President. National Consumer Marketing Corporation

P:.hll.h:,l^lh. nj ijuurtirly Famil) .i

90-319 O - 73 - pt. lA - 7
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"We believe the marketing techniques which National Liberty has used so success-

fully in the insurance business are just as applicable to many other products and
services.

"Our company is organized into three operating units— National Media Services,

Valley Forge Associates and the Creative Services Division.

"In National Media Services during 1971 we devised several new techniques in

the printing of newspaper inserts and in direct mail which have already resulted in

substantial savings to De Moss Associates and which have application to companies
outside the National Liberty Group. In addition, in this unit, we have built a highly
professional and efficient TV spot buying organization to service members of the
National Liberty Group and also outside clients.

"At Valley Forge Associates in the past year we have developed a strong expertise

and management team in the area of mailing lists used primarily at this point for

De Moss Associates, but which, during 1972, will be expanded to additional clients

outside the National Liberty Group. This area of activity handled more than a

hundred million names this past year for its chents.

"Our Creative Services Division has developed complementary mail marketing
programs designed primarily to utilize our lists of several million policyowners and
former policyholders. Those programs could be expanded beyond our present
markets.

"The Creative Services Division also produces the 'Family Album' quarterlies,

calendar and birthday booklets— all of which are sent to our policyowners during
the year. Another area of potential growth for National Consumer Marketing is in

the generation of sales leads for regional and national organizations for such products
and services as mutual funds, real estate and insurance.

"In addition, and in conjunction with a major distributor of pharmaceuticals,
we are developing a direct marketing program of prescriptions by mail at substantial

savings to the consumer. This activity recognizes and responds to the needs of the
senior citizen, whete both low price and convenience of shopping by mail are not
only important but in some cases imperative.

"It IS our belief that the services provided by these operating units, in conjunction
with the services of other member companies of the National Liberty Group, and
augmented by the financial capabilities of our parent corporation, are unique in the
direct marketing field, which recently has been growing rapidly and expanding
beyond its traditional bounds.

"Perhaps most important and gratifying is the fact that although we ate now just

two years old, we have been able to lay exceptionally good groundwork for con-
tinued and expanded gtowth in both revenues and earnings for the years ahead,"
Cavanagh concludes.

Preparing inijuiry kits for TV stations
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I

During a moment of reflection

on the drive back to National

Liberty's home office where

you will pick up your car, you

recall some of the other facts

you've learned today.

. . . More than $80 million in

revenues in twelve years.

. , . More than 1,600 000

policyowners.

. . . Magnificent new building

with ample room for

expansion.

. . . More than 1 ,000 vibrant

and enthusiastic employees.

... A youthful management
team of proven

accomplishment and

competence.

. . . Thorough, extensive, and

scientifically developed

marketing plans.

. . . Recognition and support

by the nation's financial

community.

... An estimated corporate

market value of over $400
million.

As you approach the building,

silhouetted against the

brilliant hues of the late

afternoon sky and

dramatically mirrored in the

adjacent pond, you can

understand the feeling of

great pride shown by so

many of the people met

during today's tour.

And, as a shareholder, you

can take pride in the people,

potential and profits of

National Liberty Corporation,

yoL/r Corporation.
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National Liberty Corporation

Total Assets

5200.000,000

100.000.000

1968 1969 1970 1971

National Liberty Corporation
Five Year Revenue Summary

60.000.000

1967 1968 1969 1970 1971

National Liberty Corporation

Net Income *

$15,000,000

10,000,000

5.000.000

1968 1969 1970 1971

National Liberty Corporation
Net Income Per Share *

.75 1-

1968 1969 1970 1971

* Income before investment gains or

losses and extraordinary items.
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Consolidated Statement of Income For The Years 1971 and 1970
National Liberty Corporation and Subsidiary Companies

Year Ended December 31

1971 1970

Revenues:

Premium income:

Accident and health

Life

Commission and service income

Investment and other income

Costs and expenses:

Accident and health and other benefits

Increase in policy reserves

Policy acquisition costs and operating expenses

Increase in deferred policy acquisition costs

Income before income taxes, etc

Provision for income taxes:

Deferred

State

Income before investment losses and extraordinary items

Investment losses, net of related deferred income taxes

Income before extraordinary items

Extraordinary items:

Gain on sale of portfolio of insurance, net of related

deferred income taxes of $1 ,082,958

Charge principally resulting from writedown of goodwill

by a consolidated subsidiary

Net income

Net Income (loss) per share of common stock:

Income before investment losses and extraordinary items

Investment losses

Income before extraordinary items

Extraordinary items

Net income

$68,204,068
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Consolidated Balance Sheet December 31, 1971 and 1970
National Liberty Corporation and Subsidiary Companies

ASSETS

Cash

Investments in securities:

Life insurance subsidiaries:

Bonds
Preferred stocks

Common stocl<s

Other, at cost:

Bonds and commercial paper

Common stocks (quoted market value $206,51

5

and $53,632, respectively)

Common stocks (restricted as to negotiability) .

Mortgage loans and other receivables

Premiums due and deferred

Property and equipment, at cost:

Land

Home office and other buildings

Equipment

Less accumulated depreciation

Deferred policy acquisition costs

Other assets

See accompanying notes to consolidated financial statements

$ 5,053,904
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JABILITIES 1971

'olicy reserves and unearned premiums $ 49,757,31 1 $ 37,332,584

;iaims and benefits payable 8,122,975 5,798,1 14

Jotes payable and long-term debt, including current maturities of $8,129,871 and

$5,522,519, respectively 16,211,709 8,135,024

accounts payable 6,723.139 3,396,254

accrued expenses (principally solicitation expenses and premium taxes) 9,110,490 5,544,669

icome taxes:

Current 36.422 22,706

Deterred 24,056,464 18,678.448

Minority interest in subsidiaries 1,125,759 1 ,035,924

115,144,269 79,943,723

SHAREHOLDERS' EQUITY

'referred stocl<, $1 par value: authorized 500,000 shares; none issued

Common stock, $1 par value; authorized, 1971—12,500,000, shares,

1970—7,500,000 shares; issued and outstanding, 1971—9,310,061 shares.

1 970—6,606.296 shares

I^apital in excess of par value

detained earnings

9,310,061

19,917,005

45,836,370

75,063,436

$190,207,705

6,606,296

5,549,615

31,991,177

44,147.088

$124,090,811

CONSOLIDATED STATEMENT OF RETAINED EARNINGS
FOR THE YEARS 1971 AND 1970 1971

Balance. January 1, as restated ($503,111 reduction in 1970)

for companies acquired on pooling of interests basis—see Note 1 $ 31,991,177

Net income 13,845,193

Balance, December 31 $ 45,836,370

$ 20,151,081

1 1 .840.096

$ 31,991,177

See accompanying notes to consolidated financial statements
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Consolidated Statement of Changes in Financial Position For the Years 1971 and 1970
National Liberty Corporation and Subsidiary Companies

Year Ended December 31

1971 1970

Source of Funds:

Income before extraordinary items (1971 items not

requiring outlay of funds) $ 14,137,907
Increase (decrease) due to changes in:

Premiums due and deferred (670,973)

Deferred policy acquisition costs (36,228,181)
Other assets (2,176,951)

Policy reserves and unearned premiums 12,424,727
Policy claim liabilities 2,324,861
Accounts payable and other liabilities 2,765,397
Deferred income taxes 5,550,786

Other adjustments;

Investment losses 13,134
Amortization of bond premium and discount (32,655)

Depreciation 379,305
Funds used in operations before extraordinary gain (1,512,643)

Extraordinary gain plus deferred taxes and other deductions of $681,935
not requiring outlay of funds —

Funds provided (used) in operations (1,512,643)
Increase in premiums received in advance 239,817
New notes payable and long-term debt 52,180,551
Proceeds from sale of investments 118,123,077
Proceeds from sale of common stock, net of expenses of $239,957 16,960,043
Other transactions, net 132,047

186,122,892

Application of Funds:

Increase in mortgage and policy loans 783,989
Purchase of investments 138,385,546
Plant additions 2,960,191
Repayment of notes payable and long-term debt 44,103,866

186,233,592
Net increase (decrease) in cash (110,700)

Cash balances:

January 1 5,164,604
December 31 $ 5,053,904

$ 8,486,370

(61 1 ,864)

(21,710,128)

(1,422,281)

8,106,944

59,453

1 ,992,299

3,517,491

762,639

(33,508)

194,815

(657,770)

4,035,661

3,377,891

2,983

18,228,686

93,617,456

267,997

115,495,013

415,385

96,358,514

5,572,846

12.264,169

114,610.914

884,099

4,280,505

$ 5,164,604

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
National Liberty Corporation and Subsidiary Companies

1. Basis of Statement Presentation:

The consolidated financial statements include the ac-

counts of National Liberty Corporation and all its subsidiary

connpanies. The accounts of life insurance subsidiaries

have been adjusted in accordance with the principles con-

tained in the exposure draft dated December, 1970, pre-

pared by the Committee on Insurance Accounting and

Auditing of the American Institute of Certified Public Ac-

countants entitled "Audits of Life Insurance Companies"
(see Note 2). Such exposure draft has not yet been adopted.

In December, 1971, (1) the Company acquired all of the

outstanding shares of Financial International Consultants

Corporation in exchange for 15,033 shares of its common
stock and (2) a majority-owned subsidiary acquired all the

outstanding shares of a non-affiliated company in exchange

for 880,086 shares of its common stock. Both transactions

were treated as poolings of interests and accordingly the

accompanying consolidated financial statements include

the operations of both companies prior to their acquisition.

The revenues, extraordinary items, and net income (loss)

of National Liberty Corporation (prior to poolings) and the

aforementioned pooled companies for the years 1971 and

1970 are as follows:

1971:

National Liberty

Corporation .

.
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Notes to Consolidated Financial Statements (Continued)
National Liberty Corporation and Subsidiary Companies

quisition costs principally over a twenty-year period using a

declining balance method. Such method is based on the

Company's actual and projected persistency experience.

5. Policy Reserves:

The aggregate reserves for all policies on a statutory

basis, at December 31, 1971, were determined on the

following standards:

Amount

Accident and Health policies:

Unearned premium based on monthly pro

rata factors $16,701 ,382

Additional reserves for guaranteed

renewable policies, two-year

preliminary term method (1956 hospital

and surgical tablets—1941

C.S.O., 2y2%) 10,720,440

Present value of amounts not yet due on

claims 975,121

Total 28,396.943

Life Policies:

A.E. ZV2% Illinois Std 462,616

C.S.O. Commissioners Reserve Valuation

Method—1941-1958, 2y2% to ZV2% .

.

8,171,454

C.S.O. net level 1 941 -1 958, 2V2 % to Vh % 2,058,797

Others 1,173,028

Total 1 1 ,865.895

Total reserves statutory basis 40,262,838

Adjustment to net level basis using revised

assumptions (see Notes 1 and 2) 9,449,141

49,711,979

Supplementary contracts without life

contingencies and dividend

accumulations 45,332

Policy reserves and unearned premiums as
shown in accompanying balance sheet . . . $49.757,31

1

6. Notes Payable and Long-Term Debt:

At December 31, 1971, notes payable and long-term debt

consisted of the following:

5y4% Short-term bank notes payable

5%% Convertible subordinated

debentures 2,000,000

8y2 % Mortgage loan on home office

building 4,484,840

Sundry other long-term debt 1,976,869

$16,211,709

$ 7,750.000

The 5%% convertible subordinated debentures will be
subordinated to any allowable funded debt which the Com-
pany may incur in the future. The debentures are convertible

into common stock at $21.60 per share (subject to anti-

dilution provisions), and 92.592 shares of common stock

have been reserved for this purpose. Terms of the deben-

tures provide, among other things, for (1) repayment of

$100,000 annually commencing on December 15, 1979, and
each year thereafter to December 15,1 983, with the balance

of $1,500,000 due December 15. 1984. (2) redemption in

whole or in part, at the option of the Company, at 105%%
of the principal amount to December 1 5, 1 972, and at lesser

amounts to December 1 5. 1 983. and without premium there-

after, and (3) certain restrictions on the payment of cash

dividends, repurchase of capital stock and the amount of

funded debt that the Company may incur. At December 31,

1971, approximately $15,500,000 of consolidated retained

earnings are free of restriction with respect to the payment
of cash dividends on common stock.

The mortgage loan is payable in monthly installments of

$35,625, including interest, and the principal balance of

approximately $3,145,000 is due September 1, 1986.

7. Federal and Deferred Income Taxes:

For income tax purposes, the Company charges policy

acquisition costs to income as incurred, while for financial

purposes such costs are deferred and amortized over the

periods benefited. Deferred income taxes relate principally

to the difference in reporting these costs for financial and

tax purposes.

At December 31 , 1 971 , net operating loss carry-forwards

of approximately $40,146,000 are available to offset future

taxable income, if any, and expire as follows:

1972 $ 1,546,000

1973 1,935,000

1974 2,070,000

1975 12,050,000

1976 22,545,000

$40,146,000
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Notes to Consolidated Financial Statements (Continued)

National Liberty Corporation and Subsidiary Companies

The Company and its 80% or more owned subsidiaries,

except life insurance subsidiaries, fiie a consolidated fed-

eral income tax return. The provisions for income taxes of

the consolidated life Insurance subsidiaries are not pro-

portional to their pre-tax financial statement income due to

various exclusions and special deductions, etc., afforded

such companies under the Internal Revenue Code.

At December 31, 1971, accumulated earnings of the life

insurance subsidiaries for federal income tax purposes in-

cludes approximately $3,420,000 of "Policyholders' Sur-

plus" as defined under the Life Insurance Company Tax

Act of 1959. Under provisions of the Act, "Policyholders'

Surplus" has not been currently taxed and income taxes,

computed at current rates and amounting to $1,640,000,

would become payable if this surplus were distributed to

National Liberty Corporation. There is no present intention

to make such distributions. At December 31 , 1971 ,
"Policy-

holders' Surplus" recomputed under generally accepted

accounting principles amounted to $26,400,000 and the

related income taxes that would become payable upon its

distribution amounted to $12,670,000 of which $3,950,000

and $3,290,000 would apply to the years 1971 and 1970,

respectively.

8. Common Stock and Capital In Excess of Par Value:

The changes in the common stock and capital in excess

of par value accounts for the years 1970 and 1971, are as

follows;

Coinmon Stock
Capital In

ExcMtef
Par Valua

Balances,

January 1, 1970 ...

Transfer in connec-

tion with five-for-four

stock distribution .

.

Increase resulting from

an acquisition of a

company by issu-

ance of common
stock of a majority-

owned subsidiary .

.

Issuance of stock

upon exercise of

qualified stock

options

5,275,029 $5,275,029 $ 5,943,514

1,318,792 1,318,792 (1,318,792)

Balances, December
31, 1970 (Before
companies
accounted for on
poolings of

interests.) 6,595,021

Transfer in connection

with four-for-three

stock distribution

Sale of stock, net of

expenses of

$239,957

6,595,021 5,062,805

2,198,340 2.198,340 (2,198,340)

500,000 16,460,043

Issuance of stock

upon exercise of

qualified stock

options 1,667

Issuance of stock In

exchange for capital

stock of a company
accounted for on a

pooling of interests

basis 450,728

Increase resulting from

an acquisition of a

company by issu-

ance of common
stock of a majority-

owned company . .

.

—
Balances, December

31,1971 (see

Note 13) 9,310,061 $9,310,061 $19,917,005

1,200

9. Stock Options and Slock Purchase Plan:

At December 31 , 1 971 , 1 48,933 shares of the Company's

common stock were reserved for issuance under the Com-

pany's qualified stock option plan. Options are granted to

key employees to purchase common stock at not less than

current market prices on the date of grant. Options are

exercisable at various annual rates from date of grant and

expire five years thereafter.

During 1971, options to purchase 9,150 shares were

granted, options for 1,667 shares were exercised and

options for 3,149 shares were terminated.

At December 31, 1971, options to purchase 54,016

shares (of which 22,266 shares were exercisable) were

outstanding at prices ranging from $7.75 to $41.25 per
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Notes to Consolidated Financial Statements (Continued)
National Liberly Corporation and Subsidiary Companies

Share for an aggregate of $996,037. options for 10.767

shares are exercisable in the future contingent upon certain

performance standards and 94.917 shares were reserved

for options which have not yet been granted. The above

amounts have been adjusted for stock distributions through

December 31. 1971.

The Company's majority-owned subsidiary. National

Information Systems Corporation, has a similar qualified

stock option plan under which, at December 31, 1971,

113,671 shares have been granted and 39.900 shares are

reserved for options which have not yet been granted

Under the Company's Stock Purchase Plan, certain eli-

gible employees may elect to have a percentage of their

compensation withheld through payroll deductions and, de-

pending upon earnings, the consolidated companies match

from 25% to 100% of each participant's contributions. All

funds in the Plan are used to purchase the Company's com-

mon stock in the open market- Charges to income with

respect to the Plan aggregated $118,761 and $66,891 in

1971 and 1970, respectively.

10. Profit-Sharing Plan and Depreciation:

Under the Company's "Employees Profit-Sharing Plan",

the Company and qualified subsidiaries contribute a portion

of their consolidated income before income taxes as de-

termined by the Companies' Boards of Directors, not to ex-

ceed 15% of the aggregate compensation of plan mem-
bers. Contributions charged to income under the plan

amounted to $144,531 in 1971 and $131,249 in 1970. The

Company's life insurance subsidiary (National Home Life

Assurance Company) had a pension plan which resulted

in pension expense of $12,000 in 1970, including amortiza-

tion of prior service cost over a fifteen-year period This

plan was terminated on January 1 . 1 971 . and integrated into

the aforementioned "Employee Profit-Sharing Plan."

Depreciation is computed under the straight-line method
and depreciation expense amounted to $379,305 in 1971

and $194,815 in 1970.

11. Leases:

At December 31 , 1 971 . the Company and its subsidiaries

leased premises and data processing equipment for vari-

ous terms at aggregate annual rentals of approximately

$1,680,000.

12. Net Income Per Share of Common Stock:

Net income per share of common stock is based on the

average number of shares outstanding during 1971 and

1970 adjusted for (1) common stock issued in connection

with a 1971 acquisition accounted for on a pooling of

interests basis. (2) stock distributions through December
31, 1971. (see Note 13) and (3) conversion of the 5%%
convertible debentures at date of issue and the exercise

of outstanding stock options, which are common stock

equivalents.

13. Subsequent Events:

On February 1 , 1 972, the Board of Directors of the Com-
pany, subject to Shareholders' approval at the annual meet-

ing in May. 1972, adopted resolutions providing for (1) an

increase in the authorized common stock from 12,500,000

shares to 16,500,000 shares and (2) a stock distribution by

the issuance of one share of common stock for each two

shares of common stock held of record on May 15, 1972

Had these shares been issued at December 31, 1971. the

net income (loss) per share of common stock presented on
the accompanying consolidated statement of income would

be as follows:
1971 1970

Income before investment losses

and extraordinary items $1.04 $ 69

Investment losses — (05)

Income before extraordinary items 1.04 64

Extraordinary items (.02) .25

Net income $1.02 $ 89

The Company has entered into negotiations with Old

Equity Financial Corporation, an insurance holding com-
pany located in Evanston, Illinois, relating to a proposed
offer by the Company to exchange its shares of common
stock for the common stock of Old Equity Financial Corpo-
ration. Although no binding agreements have been made,
the exchange ratios being negotiated would involve the

exchange of four common shares of Old Equity Financial

Corporation for one common share of the Company. The
Company can give no assurance that any transaction will

in fact materialize. Approval for this transaction, if con-

summated, must be obtained from various insurance reg-

ulatory bodies.
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GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP)

AT NATIONAL LIBERTY

As of December 31, 1970, National Liberty revised

its method of reporting to conform with the accounting

principles contained in Audit Guide For Life Insurance

Companies, which was released as an exposure draft

in December 1970 by the American Institute of Certi-

fied Public Accountants.

This new method of reporting recognizes that insur-

ance is a business of long-term contracts, and that

costs must be matched with revenues for insurance

company reporting, which is the generally accepted

accounting principle of reporting for all industries. The

prior method of reporting, the so-called "statutory

basis," was in accordance with the accounting princi-

ples promulgated by the National Association of In-

surance Commissioners, which is basically a test of

solvency, essentially assuming that the company

would be liquidated as of the balance sheet date.

Because insurance is a business of public trust, we

feel this "statutory" method is a mandatory way of

reporting our financial condition to the insurance reg-

ulators who have the responsibility of seeing that the

policyowners are adequately protected. However, the

shareholders of the Corporation have a right to know

the financial results on the same "going-concern

basis" of reporting that is used by other industries.

In applying generally accepted accounting princi-

ples at National Liberty, it is important to note that, in

direct response business, the entire investment in

acquiring new business is made before any income is

received. Also, policies are designed to return benefits

to the policyowners of 55-65% of premiums collected.

This ratio is achieved by paying about 25% claim cost

in the first policy year, 35% in the second year, and a

ratio that increases about 5% a year thereafter.

Hence, to match cost with revenue, it is necessary

first of all to determine the expected revenue to be re-

ceived from the sale of the new block of business The

investment in acquiring the block of business is then

capitalized. It is amortized over the expected revenue

cycle. The Company must also establish an immediate

liability for the rising future claim costs. In determining

the expected revenue to be received, the persistency

assumption is determined by first using the same as-

sumption that was used in pricing the policy, and then

modifying that assumption to take into account actual

experience.

As of December 31, 1970, studies enabled us to

develop the history of persistency for 5 years. There-

fore, this data was used in the calculation while, after

the fifth year, a standard actuarial table which approxi-

mated the persistency assumption used in establish-

ing premium rates to determine expected revenue was

used. The expected revenue curve was arbitrarily cut

off after 20 years. By this calculation, it is expected

that approximately 12% of revenue will be received

in the first policy year, and 50% in the first seven

years. In 1 971 , a new computer program enabled us to

obtain persistency data since the inception of the

company. This data indicated that persistency was at

least as good as had been projected for the sixth and

subsequent years. The data indicated that policies in

the seventh year were terminating at the rate of 9%
per year, and in the eighth and subsequent years the

lapse was 8%. This was higher than was projected in

determining the revenue curve at December 31,1 970.

The calculation for amortization in 1 971 used the lower

expected revenue curve. This resulted in about 13%

of revenue coming in the first year and 50% in slightly

over five years.

This expected revenue curve is used to determine

the amortization of acquisition costs. The additional

liability for policy reserves is established by using

standard actuarial tables, while the liability for de-

ferred federal income taxes is calculated in the same

manner as is used by other industries.

For National Liberty, the above items are the primary

adjustments required for converting to generally ac-

cepted accounting principles. It is our opinion that this

method fairly matches cost with revenue on a conser-

vative basis, and we are delighted that the indepen-

dent outside auditors of the Corporation have been

able to express their opinion on the numbers pro-

duced by this method elsewhere in this report.
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Above: A random sampling ofmedia— television, neuspapers and magazines— employed

in our marketing activities, with examples offree fall inserts and direct mail pieces. In

1971, between newspaper impressions and direct mail pieces, over 760 million potential

policyowners were reached.
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Supplemental Health

As the broad issue of

consumerism" assumes

even greater importance,

National Liberty Corporation

continues to take the lead in

aggressive efforts to help what

might be termed a "neglected

minority." even though, as

the following facts reveal, this

is a "minority" of substantial

proportions.

It IS reliably reported that 80

percent of the population

under 65 today has some form

of private health insurance

coverage. Additionally.

IVledicare provides some
protection for 95 percent of

the elderly. Despite these

seemingly encouraging

statistics, the fact is that most

American families are

insufficiently protected against

serious illness and accident.

For example, of the S67
billion spent on health care

in 1970, a staggering S25

billion (or 40 percent) had to

be paid by individuals out of

income, savings—or in some
cases, by going into debt.

The percentages of health

care expense not covered by

insurance or paid by the

government, are indicated in

the following summary;

Hospital Care 19%
Surgical Services 21%
In-hospital Visits 30%
X-ray and Lab 35%
Office & Home Visits , . .57%
Dental Care 95%
Prescribed Drugs 52%
Nursing Home Care . . ,87%
Private Duty Nursing , . ,52%
Visiting Nurse Service , .47%

From Basic Facts on the Health

Industry " prepared by the staff of

the Committee on Ways and Means
of the United Slates House of Rep-
resentatives, For persons under 65-

1969 (Page 96)

The magnitude of this problem

—and it is one which is likely

to continue— is seen m the

graph following, which

indicates that the cost of

medical and hospital care in

America has risen more
rapidly than any other major

sector of the economy.

Insurance and the Public Interest

Growth in health

expenditures, 1950-1970

Growth in medical prices,

1960-1970

Reproduced Irorn Department of

Health and Education and Welfare

White Paper entitled Towards a

Comprehensive Health Policy for the

1970s (Pages 21 and 22)

The limited role of traditional

forms of health insurance

protection in meeting health

care costs may be attributed

to four key factors;

1, Thefact that many
individuals, because of age

or physical impairment,

cannot qualify for health

insurance,

2, The gaps, limitations and

exclusions in coverage

afforded by traditional

hospital expense
reimbursement insurance,

3, The high cost of such

coverage

4, The lack of adequate

marketing through agency
methods.

Supplemental hospital

insurance, marketed through

the mails and offering fixed

cash benefits for each day

that the insured is confined

to the hospital, has been

available for many years. It

has been during the last

decade, however, that this

form of insurance has

developed into a true mass-

marketed product, and that its

volume has become
substantial. The rising

medical costs, and the

tightened underwriting

standards of the traditional

hospitalization programs

have hastened this

development.

Today over 50 percent of all

new issues of individual

hospital policies are of the

mass-marketed, supple-

mental indemnity type. And
while there are some 800

companies offering

supplemental hospital

indemnity coverage, 90

percent of the business is

written by only 12 companies,

and of these the National

Liberty Group of companies

IS the acknowledged industry

leader.

This insurance is made
available to those who cannot

be economically served by

conventional face-to-face

marketing techniques.

Anyone who has a mailbox,

or access to a radio,

newspaper or television, also

has access to supplemental

hospital insurance. Thus the

"neglected minority" is being

served by National Liberty,

We have served the health

insurance market for more
than a decade. Protection

has been made available to

multiplied thousands of

families not customarily

reached by conventional

agency methods because the

premiums are so low. And
even though the benefits,

being supplemental m nature,

do not provide complete

coverage, to many
policyowners they have

meant the difference between

mere misfortune and financial

disaster.
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Mr. Sharp. Are there any other States, besides California and

Oklahoma, that have followed Washington State in ordering your

company, as well as the Bankers Life & Casualty, to stop circulating

ads with Mr. Linkletter and Paul Harvey, on the grounds that neither

are licensed insurance agents in those States?

What are you doing now in trying to get Mr. Linkletter licensed

as an agent in this regard ?

Mr. Slater. We are experiencing problems in this connection, and

I might say that in those areas where we have experienced the prob-

lem, that the advertising was all cleared prior to the publication.

We are now going through, in some States—they are saying that

Mr. Linkletter needs to be licensed. The fact of the matter is that if

a man is a director of a company, or an officer of a company, he can

sell insurance in that company without a license, provided he doesn t

get a commission.
Mr. Sharp. Is that what the

Mr. Slater. Now, California states specifically that Mr. Linkletter

does not have to be licensed and should not be licensed. Now, this is

creating problems. For instance, Oklahoma says, "Well, he has to be."

You cannot be licensed in Oklahoma unless you are licensed in your

own State, and he happens to be a resident of California.

I think that we have had our ads reapproved in California and we

expect that most of these difficulties that we are having throughout

the country—and I think it is about 14 States—will be resolved in

30 days.

Mr. Sharp. Would you supply lists of these 14 States with a brief

description of the difficulties that you are having ?

Mr. Slater. We will be glad to.

Mr. Chumbris. Will counsel yield. While on the subject of States,

the States of Oklahoma, California, and the State of Washington were

mentioned. This has to do with your advertising, is that correct ?

Mr. SLiVTER. I am sorry, sir ?

Mr. Chumbris. This has to do with the advertising ?

Mr. Slater. It is primarily with the endorsement of Art Linkletter.

Mr. Chumbris. It has nothing to do with your selling policies in

those States?

Mr. Slater. No, sir. It has primarily to do with—Ohio is another

State, I might say—and it has to do primarily with the endorsement

by Mr. Linkletter.

Now, it is a question of whether he is endorsing or whether he is

selling. Some States are maintaining that he is, in fact, selling insur-

ance and, therefore, ought to be licensed, whether or not he is a direc-

tor of the company. It is a fine line.

Mr. Chumbris. The record should not be left with any inference

of the fact that you may have this advertising question that the Com-
missioners of those three States have challenged your doing business

in those States.

Mr. Slater. They are not cease and desist orders. They are a ques-

tion of "let's get the advertising straightened out," and we are doing

that.

Mr. Sharp. Mr. Chumbris, I stated Mr. Slater to be kind enough to

supply for the record the States where they are having problems, a
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brief description of the problems, and I think it is a fair way of
handling this situation at this time.

Mr. Slater, We will be very happy to do that.

Mr. Sharp. I have two short points, Mr. Chairman. Now, you in-

dicate quite clearly in this statement there is a definite role for small
companies, even mail order companies, in the area of supplemental
coverage, but isn't the real problem that which you point out in your
statement on page 14, the fact that basic comprehensive policies are
not available to many Americans because you are not trying to "cream
the top," as joii say, and that supplemental policies are bought in

place of basic coverages. I'll exclude, for example, group programs.
People who are not employed, who are may not be 65

;
people who

are among the 43 million buying individual policies in this country;
people working for small proprietors; 5 million small businesses in

this country with employees of less than 60. In the insurance industry,
sometimes, I understand, they call them "baby groups," so they indi-

vidually underwrite them. I guess your expression here is they take the
cream of the risk.

Suppose everyone could get this comprehensive health insurance
in this country, would there be a place for these other types of poli-

cies, such as yours ?

Mr. Slater. I think the answer to that question is, as we say, that
we think there will always be a need for our particular kind of con-
tract because if they are not filling in their gaps, they are taking care
of those expenses incidental to liospitalization.

Now, our company is marketing policies in Canada and we are
marketing policies in Great Britain, where they do have national health
programs, or supposedly they have complete coverage, and we are in

the position where we are selling at a greater rate in those countries
than we are in the United States.

Mr. Sharp. Wliat are you selling? Are you selling disability?

Mr. Slater. We are selling the same products.
Mr. Sharp. You are selling the hospitalization policy?
Mr. Slater. Yes, sir.

Mr. Sharp. And you are selling the surgical policy? Does it have
comprehensive health
Mr. Slater. We are selling a hospital policy in Canada and we are

also selling a life policy. In England, we are selling, primarily, our
hospitalization indemnity policy.

Mr. Sharp. Are you selling in those countries, also, policies to

cover outpatient care ?

Mr. Slater. No, sir ; we are not.

Mr. Sharp. Extended care ?

Mr. Slater. No, not as yet.

Mr. Sharp. Nursing homes ?

Mr. Slater. Not as yet.

Mr. Sharp. So most of it is still inhospital, inpatient care; is that

right?

Mr. Slater. That's right. We are studying the movement to these

other facilities as well.

Mr. Sharp. I would like to close by just reading one case that we
have looked at and get your reaction to it, if we may.
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This is your file No. 5532546. Now, this person is a 72-year-old male
who was interned in the hospital from January 12, to January 20,

1972, for replacement of a pacemaker due to failure of the old pace-
maker, accompanying an increasing pulse rate.

The claim was rejected on the basis of preexisting condition as the
physician claims it was a condition that existed since 1968.

Now, here is a man who is functioning normally and will need a

new pacemaker, like you would need a new dental bridge if your
bridgework wore out. Yet you denied his claim on the grounds that
the condition had existed since 1968.

This man thought he was—well, he was paying premiums for 15

months. What is your reaction to this kind of insurance ?

Mr. Slater. Here is a man who had a condition existing at least 4
years prior to the time of the claim.

Mr. Sharp. Coronary condition, but not a pacemaker condition.

Mr. Slater. Well, I think we are being somewhat technical, Mr.
Sharp. He would not have the pacemaker if he did not have the coro-

nary problem.
Mr. Sharp. On what basis was it denied: Denied on the basis of

a coronary or on the basis of the fact that the pacemaker wore out
and he needed a new pacemaker ?

Mr. Slater. Well, if the claim was made because he was in the
hospital, it was denied because the condition that existed and the
reason he was in the hospital was preexisting at the time that the
policy was taken out.

Mr. Sharp. Mr. Chairman, I am wondering if we could put the com-
plete claim files—there aren't that many—that the company has sub-

mitted to us into the record at this point.

(Documents follow. Testimony resumes on p. 759.)

File No. 5 53 2546

This subject is a 72 year old male confined in the hospital from January 12 to

January 20, 1972 for replacement of a pacemaker due to failure of the old pace-
maker and accompanying decreasing pulse rate. The claim was rejected on the

basis of pre-existing condition since the physician reported that the condition had
existed since 1968.

Here is a man who was functioning normally, but he needed a new pace-
maker—like you'd need a new dental bridge if your bridgework wore out—yet

you denied his claim on the grounds that the condition had existed since 1968.

And this man thought he was covered while he was paying premiums for 15
months.
What kind of insurance is that?

These introduced into record to be printed.
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STATUS wo.":xs;-;e£7

55 3 g 545 DAN
I C3/^C^>7?|

lASIpON
5225?6| HOMEH

MODE I EfFECIivE DAIE

ll/l.'^/ li -^ ;70/0 9/2 2l 9

171/ 1 0/2 fa;7 1/ I ?/ 03!o- 06 5 5-1-19

72/Oa/o^

zzz

Ci I
8P3] M 199/ 09/ 1 ''i' 7C

TAfllE
I

MONIHIV

87.17^ od 6.33 ia.O= 34.29 b2,.5QvSA
PHEM ADJUST

:^^

DEPENOENIS AND OIMER IBAHEftS

AUGUSTUS G DAN
ADDRESS

502 SUNRISE LA

ROCKFORO

ILL 61107

DENAULl

ME

DELET-dATEP.IDEP

?krA lU

TYPE EPF-DATE
U7 71-^09-22 1.60

RIDER RATES
41.56 8.64 16.00

MULT I-

MS TRANS-DAT]
71-10-21!
71-09-21
71-04-15
70-10-22
70-09-22

TYPE AiMOUNT DUE/UMAP MTHS
85- 34.2I9 71-10-22 b

81- 1.33 71-10-22
85- 25.65 71-04-22 6

85- 25. q5 70-10-22 6
84- .2i5 70-09-22 1

POLICIES 22639S3-R 6055144-R 9963454-N

UTYPE

H

(./

;0^

t^
DECISION CODE
iPAY

REJECT - NOT INSURED

REJECT NO CONFINEMENT/SURGERY

REJECT - LAPSE due

X
JREJECT - NOT COVERED (CODE

POLICY NUMBER

5532546
DAIE NOTIFIED

03/06/72

REJECT - PRE EXISTING
\

REJECT - WAIVER

RESCIND 41

1 1^
27 28

I3|l4 19

CLAIM NUMBER

622526

20
DATE OF LOSS

b\i\)\>~\^\^
29 34

POLICY TYPE ADJUSTER NO

BP3 V\S\'I
35 37 38 4r

DIAGNOSTIC CODE DAIE CLOSED

6|3|<--'| '/\ ?j^

52 5;

C PARTIAL

[^eOMPLEIE

.QADD'L

I
58

I

VOID PATIENT NAME ISbo abo.e]

I I I I I I I M I I I I I I M I I I M I I

61 85

Oa:

86 8i
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National Rome Life Assurance Company
VALLEY FORGE
PENNSYLVANIA

19481

KOW TO :<E A CLAIM StMPLY AND QUICKLY
We'll give your claim immediate attention when we receive this form. Just follow these easy instructions:

Fill in this form—completely and accurately—as soon as you or a covered

member of your family has a loss under the policy. Be sure to sign your

name at the bottom of this form. Also please send available bills.

Give the form to your physician. Ask him to sign the "Patient's Authoriza-

tion", and to complete the reverse side.

After both you and your physician have completed and signed the form,

mail it directly to National Home. You don't have to employ anyone or see

an agent to claim your benefits.

Policyowner /^A D y+ lO V t^ /\/'A J ^T
Patient 5-^:<^^v^'--'-<i^-

Telephone 'it^/S"'i Age 7 2-

1. Give full description of injury or illness from which patient suffered. If injury, tell when, where and how it happened:

5 rtr 7Z- _3. Date first treated: ^^^a-t'i^ -^72-2. Date of first symptoms:

4. Give names and addresses of all physicians who have treated patient during illness or accident:
'

^-^.,.^t>ir.f^<L^^^ U^>^.
5. Name of hospital.

Address,

6. Dates hospitalized: From_

7. Has this disease caused previous trouble?. ^ri-<^v ^ y.^ 7 't- ^f> -p'C

Treated by: Bn^ O^^-j^P^^ fi.,^^:...^,-^^^^ -t- ^.r-€-u-^ t^^c

8. Name of patient's family doctor '0~v M-tj-^^-l^^ '^^T^ /f^J'^^^ J

Address of family doctor_/ % a / "i^,^^ JLA^^^ , A<2.^,,/

i AUTHORIZATION FOR PATIENT'S RECORD
!

\ I do tiereby authorize any physician, or any other person who has ever attended me,

j
ever been treated, to disclose any knowledge or irxfornjation which was acquired-

Dated^«Le^::^i;i_^/3_^19J2j2=j/—CUMI\/1ANT SIGN HERE
a^/i A//

any hospital in which I may have

Claimant's Addre.s.s 5V? ^

Approved by: -•
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PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICATED

(1) "Patient's Authorization" on reverse side

(2) At bottom of this form above the perforation

Patient's Name_

1. Primary Diagnosis{es)_

A . <2^
T) A A/ [) S- Ay' ^ -Li i-' 7 -2-

Secondary Diagnosis(es)_a£l

Complications, if any:

--<-vJ /-,

-^ -'/<j>_

2. If injury, when and how did it occyrZ If sickness, when did first symptoms appear? — (/ <^--<l^--'2-'»-t.<ai/g-exi>..

C-2-€i^-<^ /^> -f^-x-i^-^^^^dt^,^^

3. When did patient first have medical attention for this condition? ^ ^^ S
By whom? ^ rb ^^.-^^-wu^^-^ '^ ^TV 0- f^^-fJ^.^Z^^l-'

4. Has patient ever had same or similar conditions KJ YES D NO

If so, give date and describe. /f&'S V- ^ p 76'

5. How long have you been patient's family doctor?.

6. Was patient referred by another doctor? ~^-

Referring doctor's name and address

7. Name of hospital. ^X'-t-t'i^.-i

Dates confined: From

Add rRss A-^-g'^^/g^-t^i

Nature and chaj^e for surgical procedure
. .

gi j^

Place performed O-t-—<-g-gg^^.^^ ^^i>3-a't-^-^-T-C,--feTi!«-i--?^ f*iZ/pa\s performed ^j—a -^ ft 71

9. Dates of medical treatment by you: "^^ Pc^TS^^

f^-C^
OFFICE

f 7 2-

'"~) charge per call $ //)
'^*-~

Date P-e.J'^ fX. /9 72, '.

Telephone

- /HOME—j—L__ /.

^-Ht—g-^

I
Tax Identification Number-

Address < ^ 2 ^^~<^V- "S-f^jLy

D^.^U^J- ji^.

City RoJL.f. r=a/irh State /'^t- _Zip Code i'lIC i

NATIONAL HOME LIFE ASSURANCE COMPANY • FHIOOr • ADM. OFFICES: VALLEY FORGE, PENNSYLVANIA 19481

Thank you for providing the medical informallon necessary so we may more

quickly resolve your patient's claim that has been filed with us.

We appreciate your cooperation on behalf of your patient, our policyowner.

Sincerely,

Reynolds L Emerson, M.D.

Uedicat Director
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Attending Physiciarj s im

DANDENAULT, A.G.
502 Sunrise Lane
Dandenault, A.G.

DR.

1-12-72

Re-implant pacemaker with epicardial
leads

.

Heart block.

[^cckfcid '"igici i"-'icc, S.C.

1221 i:3it State Street

Rcckfu.'d, Illinois 51103

1. Insured's Name
2. Address

3. Patient's Name, Age & Relationship

4. Employer

5. Address

6. Insurance Company Nome
7. Policy No. and Group No.

8. Address

9. If due to pregnancy give date of conception

10. Dare of Accident or Illness

11. History of Accident or Illness

1 2. Date and Nature of Surgery or

Obstetric Procedure

13. Diagnosis

See # 12 14. Treatment or Service Rendered

Swedish American hospital,
1 5. Where Performed?

16. If in Hospital, Name of Hospital,

Date of Discnorye, "In" or "Out " Patient?

17. If X-Roy tai^en, by whom? Findings.

1 8. Date able to return to work. |n) Light (b) Regular

19. Is further treatment anticipated? explain

20. Remarks

Ir no further treatment is necessary, itemize charges Delow:

1-12-72 - Surgery 400.00

CS/Lm / ^'^ ^ February 24, 1972
Signature or Medical Doctor Charles S. Bal linger ,M. DPate Signed

IRS# 36-2615103
I hereby authorize payment dirertly to;

Signature of Insured Date Signed

I hereby authorize

may request concerning my present injury or illness.

to furnish to the

all information which said company

Seal

Date
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THE ROCKFORD SURGICAL SERVICE. S. C.

ta2l CAS-T STATE STRCC" - ROCKFORD. IU.'NOIB

DIAL, tf^a OSI»

MIUCS J
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a,N AG DANDENAULT M D
Sn3 QllMntcr r AMC502 SUNRISE LANE

't-iz-c^^j^ ^rj;^

^^^^^-w .i^S--^^'^ /^u^^^u^^^^^*^^^ /^^.^.^i.^^^X^ "^^-^-^JZ^^iL^
,

pcyojj. iZij-^ •jpt?—tX^.,t^<.-t-^-'>-^ i'i~e}^i^ii,X,i^/' /^i^j^^T^^c-c^-i-T^ ^'u-^-^i /̂<Lyf<^-<-^

J
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y'V^CA^X^Q^CA^^L^U^
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-) C!^ Z) A A. C K. Al i.. L- T
':>0 2^ S'cVr?^ -^^ -"^^ ^ /- )^' tr / N^ jv C^3

90-319 O - 73 - pt. lA - 9
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.^

A. ( AG DANDENAULT. M D .$. I ^

502 SUNRISE LANE

ROCKFORD. ILL-6U07

/C^ <5- /^^77
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SWSiDiSH -AMERICAN HOSPITAL ROCKFORO. ILLINOIS 61101

AUGUSTUS.
." DA.NOE WAULT, OR

ciiv,sTAfEHoc:'/Or;D, iLii^oz^ 61107

^ ^/^-il^oc.iC'CC, H^ C' /"^ <-- ' / o /f r
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nrkiirJAULT, DR. /.'JGUS7U3 G.

CG-K-Ca 71 M W M GATI-!.

iCU

DR. FOSTER

^. /^- 1-12-7.-: i„^.j-72-

tSxISA'-l 1:05 P.:i,

-SURG. a - cv

DR. AUGUSTUS G. D/J\!Da':AULT S/J'5£

z;--:z SELF

0n3-24-G454-A

7GeD1-15

?:-:lf e;?loyid pi-iVSECSAW

1G21 UnOADVJAY RXFD 8LL

. G-73

ICU 42.00 Kl

'

-WO

.44
CREDIT-- .44

.55

i

'

i

40.00 JAfJ12'72

236.86 OR

62.50 AN 31.00 ;

10.00
33.50 19.20 !

i

I ^P. A'=,
'

'

i

!

'7.36
'

I

!

' 1.90 ! I

;

: 14.85 .

!

I

NO. 5942 MEDTRONIC 929.50
! :

7.50

ICU 42 00 HI
' 23.25 19.40 40.00 JAN 13'72

27.00 I'J

'

11.00
EKG 14.00 HI 11.00 27.50 13.15 '

ijANl*'72

7 100
7100

i-1,6 19.32
:

1,619.

-1,723.47

File No. 5 61 0929

This case shows that the company obtains information from the Veterans' Ad-
ministration in that it requested and received information from the Veterans'
Administration Hospital in Portland, Oregon.

It should be noted that on the VA reply the warning is stamped not to disclose

this information to the veteran or his i-epresentative, since it has been medically

determined that disclosure may be injurious to the veteran's physical or mental
health.
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National Home Life Assurance Company
VALLEY FORGE
PENNSYLVANIA

19481

Pnllrynwnfir tfg "& f^ f ft.

PatiRnt Ge-bRfP

HOW TO MAKE A CLAIM SIWIPLY AND QUICKLY
We'll give your claim Immediate attention wlien we receive this form. Just follow tliese easy Instructions:

Fill In this form—corrjpietely and accurately—as soon as you or a covered

member of your family has a loss under the policy. Be sure to sign your

name at the bottom of this form. Also please send available bills.

Give the form to your physician. Ask him to sign the "Patient's Authoriza-

tion", and to complete the reverse side.

After both you and your physician have completed and signed the form,

mail It directly to National Home. You don't have to employ anyone or

an agent to claim your benefits.

^_J

/. /^/ CK'tSe-AJ
POLICY NUMBER(S)

^. /^/C^jQ^e. /y

i s^/Jc^^/^Y

^"80- 99S-b -Age_ M^^Telephone.

1. Give full description of injury or illness from which patient suffered. If injury, tell when, where and how it happened:

2. Date of first symptoms: tJAf V • /t ^ ^ 3. Date first treated: IfiS
4. Give names and addresses of all physicians who have treated patient during illness or accident:

5. Name of hospital ^t$,\/,A, iJ^S^/T^L

Address «r/4M d^Cf^^M î /^k: FtKTLAtJD. d^^ifCf^
6. Dates hospitalized: PtomMA KCH 3/ /f^/ Jo Mj^RC/J U, ^^7/
7. Has this disease caused previous trouble? /6--S If so, when? /yC »

Treated bv: PP • ^ ^^ (^ AM4^
8. Name of patient's family doctor_

ifP-o

PR,}JU. C/^UA/

Address of family docXor Siti' HAg/fl'^
j

tl'C^jlj^^^
^ Ŵ f/^ ""'" '0"g' -

AUTHORIZATION FOR PATIENT'S RECORD
TO NATIONAL HOME LIFE ASSURANCE COMPANY
ADM. OFFICES: VALLEY FORGE, PENNSYLVANIA 19461

I do hereby aultiorize any physician, or any other person who has ever attended me, or any hospital In which I may have
\

ever been treated, to disclose any l^nowledgo or information which was acquired. —

i

Dated 3 " ^ t> 1^ .»/ _CLAII^ANT SIGN HERE

Claimant's Address /3 2); ]//. /^A i- l S /<j|yfeCltyk^

Approved by:

ever aiienoeo me, or any nospiial In which I i

Estate. }U^J//4!f^»J&'P Code 9^Jy/

_ Degree
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~ "5?TF*- "^ "W'T^"

PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICXATEb

(1) "Patient's Authorization" on reverse side

(2) At bottom of this form above the perforation

Patient's Name

1. Primary Diagnosls(es)_

Secondary Diagnosis(es)_

Complications, if any:

-Age_

I

1 2. If injury, when and how did it occur? If sickness, when did first symptoms appear?.

3. When did patient first have medical attention for this condition?.

By whom?

4. Has patient ever had same or similar conditions D YES D NO

If so, give date and describe

5. How long have you been patient's family doctor?_

6. Was patient referred by another doctor?

Referring doctor's name and address

7. Name of hospital.

Address

Dates confined: From.

8. Nature and charge for surgical procedure.

Place performed.

9. Dates of medical treatment by you:

.Date performed.

charge per call $

Telephone.
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PICKISEN/ GEOEGE ERNEST 44 M W 99 144 998 212 22 3848 VAH POTTUND, OREGON

X 1. Nasal deformity secondary to trauma.

Rhinoplasty

. i.-d to tV^c

teen ^ •..fatiiis'^"' ,

This Is a 44 year old white male with a history of naaal trauma la 1964 and since

then has had left sided nasal obstruction. The patient la very anxious and tense

over this and secma to have a considerable amount of mental and physical time and

effort spent on worrying about his nose. Past medical history revealed no serious

medical and surgical illnesses. Ho drug allergies and no routine medications. TThe

EOT examination showed the tympanic membranes, canals and tuning fork teat to bo

within normal limits. The nose showed a traumatic loss of the left upper lateral

cartilage with partial collapse in this area. A;8t Inside the vestibule on the left

there was a synechlae and scar tissue tending to cause a stenosis of the nasal vestibule

There was no pus in the nose. Patient tiad a broad inferior septum also. Observing the

patient on notices almost chronic finger to nose activity.-" The nasopharynx , mouth,

larynx, hypopharynx, neck, thyroid and cranial nerves 3,4,6, and 7 were all normal,

liasal sinus films were negative.

^
Hospital cQureoe; The patient was seen preoperative by Dr. Phillip Andrews a plastic

Burgeon consultant at the Portland VA Hospital. His screening laboratojry values were

within normal limits. Patient's chest film and sinus xrays were normal and EKD was

normal. On the eighth of March 1971 he underwent a rhinoplasty with special emphasis

on the stenosis in the vestibular area. His postoperative cour8« was uneventful. The

patient was discharged with his packs and rhinoplasty dressing in place. Prior to

discharge ho\«ver he was cautioned and instructed very extensively by Dr. Escholman

against smoking and was given signs and symptoms on which to recur before the scheduled

clinic date. He will be seen D?T-NSC in EOT Clinic.

3/3/71 3/11/71 OPT-NSC 1-8 ROBERT L. ^WeSINGEa, M-
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VETERANS ADMINISTRATION
Hospital

SAM JACKSON Park

PORTLAND. Oregon 97207

March 26, 1971
YOUR FILE REFERENCE:

'National Home Lffe Assurance Company
Adm. Offices
Vglley Forge, Pennsylvanle 19481

IN REPLY REFER TO; 648/136B/cn
FICKISEN, GEOR ERNEST
212 22 3848

A request to furnish you information concerning the above-named veteran has been
received.

The following checked item is applicable to this request:

I I We are unable to identify this individual. If you can furnish additional informa-

tion - such as claim number, date of birth, and approximate date of admission
and/or discharge - and verify spelling of the name, we shall be glad to make
another search.

r~1 Medical information is confidential and may be released only upon written

consent of the veteran concerned. If you will present an authorization or a

photostatic copy thereof signed and dated subsequent to the treatment period

covered, we shall act on your request. Should you not have the authorization

on file, we suggest you use the enclosed consent form.

I I Copies of the records requested may not be released without a charge of

$ . We shall send them upon receipt of a check for this amount.

Checks should be made payable to the Veterans Administration; please include

on the check the veteran's name and claim number or address, as well as the

explanation, "For medical infornnation. " A stamped self-addressed envelope

should also be furnished.

LJ The information requested is enclosed. Since this information is privileged,

its confidentiality should be maintained. Additional information necessary for

treatment purposes will be furnished upon request. This letter is not to be

construed as a request to render medical service to the veteran at the expense

of the Veterans Administration.

D

Very truly yours

ROBERT D. ROWEN, Assistant Chief
Medical Administration Division

Show vturani jull name and VA file number on .ill correspondence. If VA number is unknown, show service number.
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A76 71
E 1.2

DATE
1013
1117
1217
01 18

0118
0316
0323
0323
0324
0324

0113 710113
6.27 11
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TRAN
84

55

U
15

?3
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0.00
)8 22.00

AKOUN
0.2
4.2
4.2
1.8
4.2

3
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710113
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6.45 710323 710423'

18.38 710423 710723
49DN006450 18 380348

U DATE U T

'J ^/'3 :i.3

306450

U DOC

Etiective Dote of Chonge

YR MO DA onsoclion Code Reference No
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File No. 5 59 5729

This subject is a 72 year old male who was confined in the hospital from January
4 to January 16, 1972 and who had had hospital insurance in effect with this com-
pany since Octoberl970. The subject was confined in the hospital for extraction of
cataracts of both eyes which were removed by one physician, and for treatment
of cardio-vascular disease by a second physician. The first physician indicated
that symptoms of cataracts was first noticed in December 1971. The second physi-
cian indicated that he had done an electrocardiogram on this patient in December
of 1971.

The physician's statement would indicate that there was no pre-existing condi-
tion. The company then contacted the hospital requesting information after
having received the physicians' reports and the hospital advised the company
that there had been gradual loss of vision for the past 2 years.
The company then rejected this claim on the basis of a pre-existing condition.
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STATUS WORKSHEET

DEPT # I EMP • POLIC

//^
DUE DATE MODE EFFECflVE C

TT JUL
Mm coati CASH

i
oma I

pujucaiion code

/ / I / /
Al£ NEXT TEST

~T~r

1~L
FOB Claim aojuSTmEn

z^

~7~T

OEPENOENIS AND OTHEft TBAiiEflS

\
ADOflESS

DATE I I AGE

/ / /

DECISION CODE
10
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National Homnie Life Asjsiniraiice Company

^ ;»F£5e^iH~2<i£^''-'-

VALLEY FORGE
PENNSYLVANIA

19481

HOW TO WIAXE A CLAIM . . . SIMPLY AND QUICKLY
We'll give your claim immediate atte, ition when we receive this form. Just follow these easy instructions:

Fill in this form—comptftely and accurately—as soon as you or a covered

member of your family has a loss under the policy. Be sure to sign your

name at the bottom of ijhis form. Also please send available bills.

Give the form to your ptiysician. Ask him to sign the "Patient's Authoriza-

tion", and to complete ifie reverse side.

After both you and yoi,r physician have completed and signed the form,

mail it directly to Natior^l Home. You don't have to employ anyone or see

an agent to claim your Ipenefits.

POLICY NUMBER(S)w^z

Tpl.phnn. IL<ZR^ ^"^f / Aoe Tp, ^

1. Give full description of injurWor_illness from which/ patieril syffj/ed. If injury, tell when, where-and how it happened:

2. Date of first symptoms: ^ /^-y- l/O ")/VU'") f^'U i^ DaXp. first treated; ^^- ^-^ ^""W

4. Gire names and addresses of all physicianswho have tr.eated patient durifig-ttfness or accident: _

Treated by: 'VI.-

5. Name of hospital
^

Address 7^^ . . ^,_ -
,^ ^,__>^^ ^,^ . , Y/^^

6. Dates hospitalized: From vVwV ^, ,-. z/ X-/. To H'^^ ^-1? ' & ^^t
7. Has this disease caused previoys trouble? (^->-j^^ <^''-ri^ \ ii>, when?

8. Name of patient's family doctor /__-^ /'""
' /cT'^"^ /i i -^V -^

/"--^^ -
-'- 1

Address of family doctor_

AUTHORIZATION FOR PATIENT'S RECORD

I do hereby authorize any physician, or any other person who has ever attended me, or any hospital in which I may have
ever been treated, to disclose any knowledge or information which was aiiquitea'-'

y /^ -jA ,

J^€£/ .S/"- How long? 'T?'^
,

^ A

Dated .
' - ' ^ 1<



687

PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICATED.

(1) "Patlanl's Aulhorization" on reverse side

(2) At bottom of this form above the perforation

Patient's Name

—

Vornon Porrigo

1. Primary Diagnosis{es) bilateral cataracts

Secondary Diagnosis(es).

Complications, if any:

2. If injury, when and how did it occur? If sickness, when did first symptoms appear?.

3. When did patient first have medical attention for this condition? 12/29/71

By whom? George M. Kopf M.D.

4. Has patient ever had same or similar conditions DYES QNO
If so, give date and describe :

5. How long have you been patient's family doctor? cincc 12/29/71

6. Was patient referred by another doctor? j,^

Referring doctor's name and address

7. Name of hospital Bethesda Hospital
Zanesville, Ohio

Address

Dates confined: From 1/4/72 To 1 /I 6/73

8. Nature and charge tor surgical procedure Intrara-^pular ra^'arar-t pvr-ra^tT r.n- hi'latorpi

800.00

Place performed Bethesda Hospital, Zanesville oaXe performed 1/6. 1/12/72

9. Dates of medical treatment by you:
charge per call $

2/1 8/7 2
--y^ '^A^^

Telephone 453-0715 Address 2315 l^aple Ave.

City Zanesville State Ohio zjp Code43701

NATIONAL HOME LIFE ASSURANCE COMPANY • ADM. OFFICES: VALLEY FORGE. PENNSYLVANIA 19481

D541-771

Thank you for providing the medical information necessary so we may more

quickly resolve your patient's claim that has been filed with us.

We appreciate your cooperation on behall of your patient, our policyowner. >( -J ^- j^

Sincerely, ^^^igT
Reynolds L. Emerson. M.D.

Medicat Director
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Mr^TIONAL. HOME
HSALiTH
FLAN,„

Dr. n. I'.onf

231 5 iian] e Ave
Zanesville Oil 43701

Date.m 3-1-7?! "-'^O^

Patient's Name Vernon Perripo

Address ^ -3: !;ac> Zt

Vanosvillo ni'^syo]

Dear Doctor:

We would appreciate your assistance in processing our
policyowner's request for benefits. The above named patient
indicated that you treated him (or her) prior to a recent hos-
pital confinement. Please answer the following:

1. According toyour records and thct history obtained froiTi

the patient, viian v/sre sinns or synnton<^. of cataracts first
noticed? Patient first examined here 12/29/71

?. . In votir opinion, anoroximately v/JiaJ: norcentace of or how
nany days of tha patient's confinement inay he attributed to the
treatment of cardio-vascul ar disease?

Date 3/1 5/72 Signed

This letter is being sent to you in duplicate so you will
have a copy for your file. (Sign and date one copy before re-
turning) .

We do appreciate your assistance in this matter and a pre-

paid envelope is enclosed for your convenience. Should you
request it, we would be willing to pay a reasonable clerical
fee for the time involved.

Sincerely

,

REW:rt
D4 80-971

f{

R, E. Watters
Claim Department
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N/.aTIOBJAL koms
HEALTH

. PLAN,„

Dr. Catonan
•:en St
Zanosville OH

Date 11 T 3-1-7? ^.n^,

Patient's Name Vornon

Address

: rn

^ ^ -' :<a C G C) U

lanesvil 1 o O;: 437^1

File No.

Dear Doctor:

We would appreciate your assistance in process ing^i?r
policyowner's request for benefits. The above named jiC^ent

^indicated that you treated him (or her) prior to a rece^^-io^-
pital confinement. Please answer the following:

1. Accordinn toycr rocords and ths history ol-tained from
toh n.-'tient, ".-hen wors sinns or synntons of cataracts first
noticed?

^. In your c^inion, apnroxii^atcly vhat psrcentaoG of or hov;
Hiany days cf tiio patient's confincncnt may be attril^uted to the
treatment of c^.rdio-vascul ar disease?

I read an electrocardiagram on this patient on 12-29-71.
Summary: T wave changes suggest myocardial disease,

Kultifocul VPC»s.

This patient was referred to me from G. M. Kopf , M. D. The EKG interpre-
tation is the only record I have for this patient.

Date 3-14-72 Signed

This letter is being sent to you in duplicate so you will
have a copy for your file. (Sign and date one copy before re-
turning) .

We do appreciate your assistance in this matter and a pre-
paid envelope is enclosed for your convenience. Should you
request it, we would be willing to pay a reasonable clerical
fee for the time involved.

Sincerely

,

REW:rt
D480-971

R. E. Watters
Claim Department
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POLICY NUI4BER EXAMINER'S INITIALS, DATE & TIME

RECORD REQUEST

X iFORiM NEEDED
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Hi
9Q15726

N?

CHECK i»«=S-'VJ.JJ
I AMOUNT

Policy No. Gx/'J-,/?^
Entered Hospitol;

;>,=.dical Record Librarian:

, „< vour r-ccrds pertcinm" to the

Would you please send us o copy J ; ^^ ^ ^^^,^ thot i.^s been

aoove named patient, who is ov/oni y

dain-: 1. Admission Shea, 2. His.ory
Systems, 4. Discharge

?r..%*i ?"-.'»- ---"-"-»-
» „ ^n beiialf of yoor patient, our policy

Sincerely,

RLE/of

Reynolds L. Emerson M.D.

Medicol Director

Enclosures: Authorization
Return Envelope
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2951 MAPLE AVENUE • ZAN ESVILLE, OH 10 43701 • TE LEPHON E 614-452-4535

March 17, 1972

National Home Health Plan

National Home Life Assurance Co.

Valley Forge, Pennsylvania 19481

Re: Vernon Vfey.io I'errigo

Policy No: -JS''..;
' -J

Dear Sirs:

The above naacd individual v;as admitted to Bethesda Hospital on 1-4-72 under

the care of G. K. Kopf, M.D. ^

Tne present history states as follows: Gradual loss of vision, OD past two

years, also gradioal loos of vision OS past tv/o years. No known allergies to

drugs, no present medications, no previous surgeries.

On 1-6-72 G. H. Kopf, M.D. performed a Intracapsular cataract extration,

right eye and on 1-12-72 a Intracapsular cataract extraction, left eye on

the patient.

Mr. Perrigo was discharged on 1-16-72 with the final diagnosis of: Cataracts,

O.U. Arteriosclerotic heart disease.

The above information vjas taken from the medical records of Vernon Wayne

Perrigo on Miarch 17, 1972.

Sincerely,

I'largaret Godby
Medical Records Department
Bethesda Hospital
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File No. 5 58 0623

This patient is a 50 year old female who was confined in the hospital from
February 18, 1972 to March 17, 1972. The subject had had insurance with the
company since October of 1970. The reason for admission to the hospital was
obesity and congestive heart failure. In answer to the company's first inquiry
to the physician as to the nature of the illness, the physician reported on April 17,

1972, that the patient was admitted for obesity and congestive heart failure and
that the congestive heart failure was a new diagnosis, not pre-existing. The
company recontacted the doctor and requested his opinion on how many days
of the patient's confinement could be contributed to the treatment of obesity.

The doctor replied on May 15, 1972, that there was no way to .separate the con-
ditions ; i.e., congestive heart failure and obesity. The company then rejected
the claim on the grounds of a pre-existing condition ; namely, that the lady was
obese prior to the time she purchased the policy.
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STATUS wo:::(S^:EET

"T^T^
EFFECTIVE OAIE

I OCP

/ / i 1/ ^H
PRE' ILASI

eai BILL

/ / ! / /

TYPE SEX BmiH OAIE I AGE

PUBLICATION CODE

T^r-

2zz: zzz

DEPENDENTS AND 0I^

EfF OAIE I AGE

I / \
I

MO [ QUAR^ S

0,'^.

DECISION CODE
10



698

1 [
liVAr: '

;:v';>'";'^ I'M /.V.»,(Slul.-'H X'ulSf:



699

National Home Liife Assuarance Company
VALLEY FORGE
PENNSYLVANIA

19481

HOW TO MAKE A CLAIM . . . SIMPLY AND QUICKLY
We'll give your claim immeiliate attention when we receive this lorn, lust follow these easy instfuctions;

Fill in this form—completely and accurately—as soon as you or a covered
member of your family has a loss under the policy. Be sure to sign your
name at the bottom of this form. Also please send available bills.

Give the form to your physician. Ask him to sign the "Patient's Authoriza-
tion", and to complete the reverse side.

After both you and your physician have completed and signed the form,
mail it directly to National Home. You don't have to employ anyone or see
an agent to claim your benefits.

Policyowner '
' ;

"- ^ ' ' 'J; ^ tl i '>•< )' i c : \

Patient ^ -

'

-.•'-'

Telephone. /-/
-Age_

POLICY NUMBER(S)

j
1. Give full description of injury or illness from which patient suffered. If injury, tell when, where and how it happened:

i -^-i ' : •' - '' ^

;

-'.'!'
• i >

'0 !.- I). J ,

2. Date of first symptoms:. _3. Date first treated:.

\
4. Give names and addresses of all physicians who have treated patient during illness or accident:

• r s.w^.; >,,.

.' -•, h

5. Name of hospital.

A0dre5s_

d ^\->, ,>.>/ C^^r/.^.

J- 1.

j
6. Dates hospitalized: From ''

'- b t'^', l'-7 7-'> To /'!'-'/!: ^7, '^'•V.')

I

7. Has this disease caused previous trouble? ^' - ; if so, when? ./ '/ (,-
>"

Treated by: ' " -
'

^'
..

i 8. Name of patient's family doctor 1.

• Address of family doctor

..^^--^-
'>

.
" -/ _How long?

.

AUTHORIZATION FOR PATIENT'S RECORD TO NATIONAL HOME LIFE ASSURANCE COMPANY
ADM. OFFICES: VALLEY FOBGE, PENNSYLVANIA 19481

do hereby authorize any physician, or any other person who has ever attended me, or any hospital in which I mav have
ir been treated, to disclose any knowledge or inlormalion which was acquired, » " h "' """-" may nave

.CLAIMANT SIGN HERE • •

Claimant's Address.

Approved by: /

n^'-^-i;^ ^/ -ia::c!:Al:.. ./Ir
.Zip Code ^'' >/i

ATTENDING PHYSICIAN
Degree.
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PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICATED

(1) "Patient's Authorization" on reverse side

(2) At bottom of this form above the perforation

Patient's Name

1. Primary Diagnosis(es)_

Secondary Diagnosis(es)_

Complications, if any:

Betty Champ ioru 48

Obesity; congestive heart failure.
Diabetes

2. it injury, when and how did it occur? If sicl<ness, when did first symptoms appear? few years ago

3. When did patient first have medical attention for this condition?.

By whom? B. R. Blrely, M.D.

7-11-67

4. Has patient ever had same or similar conditions n YES Q-NO

If so. give date and describe

5. How long have you been patient's family doctor?.

6. Was patient referred by another doctor?

Referring doctor's name and address

1967

7. Name of hospital

Address 1600

Broward General Medical Center

South Andrewfi ; Fort Laudordalo, Florida
Dates confined: From_ 2-18-72 _To_ 3-1.7-72

8. Nature and charge for surgical procedure.

Place performed
:'i\\

.Date performed.

Telephone

CityFort Lauderdale gj^^lorida .Zip Code
333-4

NATIONAL HOME LIFE ASSURANCE COMPANY • ADM, OFFICES: VALLEY FORGE, PENNSYLVANIA 19481

Thank you (or providing the medical information necessary so we may more

quickly resolve your patient's claim that has been filed with us.

We appreciate your cooperation on behalf of your patient, our policyowner.

Sincerely,
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DRS. BIELEK, BIRELY, SALERNO P.A.

INTERNAL MEDICINE AND CARDIOLOGY
GASTROENTEROLOGY
837 N.E. 20TH AVENUE

FORT LAUDERDALE, FLORIDA 33304
PHONE 523-8514

CODE:
PE - COMPLETE PHYSICAL
EKG - ELECTROCARDIOGRAM
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NATIONAL HOME
HEALTH
PLAN,„

Pr. R. R. Birely
837 NE 20 Avenue
Ft. Lauderdale, FL

57'

Date 05 10 72 fs 354

Patient's Name Elizabeth Champion

Address 412 SE 9th Ct.

Dear Doctor;

File No,

T^t. Lauderdale, FL

We would appreciate your assistance in processing our
policyowner's request for benefits. The above named patient
indicated that you treated him (or her) prior to a recent hos-
pital confinement. Please answer the following:
1. Mien did the patient first experience symptoms of:

a. ASHD February 1972
b. Hypertension 1965
c. Arteriosclerosis doep not have, excent # 1.

2. Miich of the above conditions caused the patient's recent Congestive

Heart failure? Arteriosclerotic heart disease.

3. In your opinion, approximately what percentage of or how many days of

the patient's confinement may be attributed to the treatment of Obesity?

No way to seperate conditions.

Date 5-15-72 Signed 'yz>^<^y

This letter is being sent to you ij/duplicate so yi}\x will
have a copy for your file. (Sign and date one copy before re-
turning) .

We do appreciate your assistance in this matter and a pre-
paid envelope is enclosed for your convenience. Should you
request it, we would be willing to pay a reasonable clerical
fee for the time involved.

REW:rt
D4 80-971

Sincerely

,

R. E. Watters
Claim Department



703

837 N. E. 20th avenue

DRS. BIELEK, BIRELY. SAI-ERNO
PROFESSIONAL ASSOCIATION

INTEKNAI, MEDICINE

CARDIOLOGY - GASTROENTEROLOGY

523-8514 ,^v>!^i''

FORT LATTDERDALE, FLORIDA

April 17, 1972

Mr. R. E. Watters,
Claim Services Division
National Home Life Assurance Company

Valley Forge, Pennsylvania 19481

Dear Mr. Watters; re: Betty Champion

The aforementioned patient was admitted to Broward

General Hospital on February 8, 1972 for obesity and

congestive heart failure. The congestive heart failure

was a new diagnosis - not pre-existing.

/

Yours very truly.



704

Ss-^o<. ^3 iCi?

POLICY NUMBER

.^M^'

y-i ^
EXAIilNSl'^ INITIALS, DATE & TIME

RECORD REQUEST

X FORM NEEDED
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National Home Life Assurance Company/Adm. offices: vauey Forge, pa. 19481

•I o^/li/

N?
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File No. 5 61 5145

This subject is a 51 year old female confined in the hospital from November 1,

1970 to November 7, 1970, for cystocele, rectocele. The claim was rejected on the

grounds of pre-existing conditions because the first symptoms were manifested
in October 1970. This is interesting in that the patient indicates in a letter to

the company that when she first purchased the policy, she advised the company
that they might consider her condition was pre-existent ; and if there was any
doubt, she wanted her first payment check returned because she wanted nothing
to do with a company who did business in this manner.
She indicates that she had never been fraudulent in any claim and only asked

to have her check returned if there was any doubt. She goes on to say that her
check was cashed after a thorough explanation about her condition before send-
ing a claim application to the company. She further requests a refund of her
entire payments since she had fully advised the company before making applica-

tion.

The representatives of the company indicated that to their best they could
determine this subject's policy payments were never refunded.
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National Home Life Assurance Company
.ADM. OFFICES:
VALLEY FORGE
PENNSYLVANIA

19 4 8/

January 13, 1971

Policy 5615145

Mrs. Marie L. Dohrman
141 North East 10th Avenue
Hallandale, Florida 33009

Dear Mrs. Dohrman:

We have completed our review of your request for benefits

Medical reports received show your recent /loss was due to a
condition which started before your policy was issued and since
pre-existing conditions are not yet covered, /we can not approve
benefits for this claim. ^

We regret that we are unable to v/rite you more favorably at
this time, but hope we can be of service/in the future.

incerely

,

R. E. Watters
Claim Services Division

Q^K . / f/ / ^ 7 /

•^ri.Hi..,,.,!] ./l.'.r,- A'-i-.itm. H.I (',.,. ,|,,n\..-vA., .-iV,.;- k'.ii.v i.:„,..-. i'.',,„.,v u...n , I'Msi ^
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National Home Life Assurance Company
1v ALLEY FORGE
PENNSYLVANIA

19481

HOW TO MAKE A CLAIM . . . SIMPLY AND QUICKLY
We'll {Ive your claim Immediate attention when we receive tills form. Just follow these easy Instructions:

Fill In this form—completely and accurately—as soon as you or a covered

member of your family has a loss under the policy. Be sure to sign your

name at the bottom of this form. Also please send available bills.

Give the form to your physician. Ask him to sign the "Patient's Authoriza-

tion", and to complete the reverse side.

After both you and your physician have completed and signed the form,

mall it directly to National Home. You don't have to employ anyone or see

an agent to claim your benefits.

-1

AV
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.-» = ^. = s:i^

PHYSICIAN: PLEASE SIGN TWICE r

(1) "Pallenfs Authorization" on reverse side

(2) At bottom of this form

Pallenfs Name_

1. Primary Diagnosis(es)_

Marie Dohrman (Mrs. Henry) Age 51
Cystocele, rectocele

Secondary Diagnosis(es)_

Complicalions, if any:

' 2 If injury, when and how did it occur? If sickness, when did first symptoms appear?.

11/2/70

3 When did patient first have medical attention for this condition?_

By whom? IV^/TO Dr. Sidney J. Peck, M, D.

4. Has patient ever had same or similar conditions DYES a NO

If so, give date and describe

5. How long have you been patient's family doctor?.

6. Was patient referred by another doctor?

Referring doctor's name and address

A year

No

7. Name of hospital.

Add ress

Memorial Hospital
=*^*^*^ W, ^Rth flirannp, Wf^nywnnri, yinriria a^OPI

Dates confined: From. 11/1/70 Admission

8. Nature and charge for surgical procedure.

To Discharge 11/8/70

Anterior and posterior wall repair.

urethral plication

Place performed. Memorial Hospital
^ ^50.00

.Date pprfnrmpri 11/2/70

9. Dates Of medical treatment by you:

OFFICE

10/20/70

Dale. 12/ 'l /70
Telephone 985-2100 .Add ress 1111 N. .^th Avenue.

City
Hollywood

statP
Florida

^^p ^oae 33021

NATIONAL HOME LIFE ASSURANCE COMPANY • CFH170 • VALLEY FORGE, PENNSYLVANIA 19481

THANK YOU FOR YOUR COOPERATION
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STATEMENT

MEMORIAL HOSPITAL
3501 Johnson Street

H'UE CIIOSS CODE NO. 833

HOLLYWOOD, FLORIDA 33021

PHONE: 987-2000 '

MEDICABE P«OVIDER NO. 10"Q038

PATIENT

BILL TO

DOHRMAN MARIE2

HFNRV DOHRMAN
141 NW 10 AVE
APT 17n
MALLAMDALf FLA

1.1U.IIJIU:IJJ.I-J.L1IW

ADMITTINO
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STATUS REPORT

lS2/> mf)2 5615145 OOH 17/ 10/ 70 NHL .00 .00

71/05/IaI 2 170/10/1 4| 9
| lo

7 0/11/3 )|7n/l0/l'^l- 0606- 3-2

70/12/14

z
48.31

WP3

00

P |l'^/04/l0

4.15 11. 82 22.41 41.50-)9

ZIZ

51 MRS MARIE L DOHRMAN

APT 178 141 NE lOTH AVE

HALLANDALE

FLA 33001:

07/03/ f7o/io| p:
""P MO T QUA.

I

SANN
I

ANN "

00[Mp04l75pi3|53 32 5(S5p47pO1 P3

R 8. ^

ZOl 70

DATE
1014
Ills
1118

HENRY J

OTHER T

25,35 48
1214 EG 7011

TRAN DOCU
84
85 5461
CO 5461

OHR MAN

RAILERS

.06 89.00
14 3.00

AMOUNT
0. 25

48.06

8. 55 16.20 30.00

29

FROM TO
1014 701114
114 710514

P3 0039002 53504 8016 08900

3.00 701214.

U DATE U TR U DOC
70
701

Elfecirve Dole of Chonge

YR MO DA oniocl.on Code R
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File No. 5 61 4976

This subject is a 38 year old female with 8 children. The subject was admitted
to the hospital on March 7. 1971 and stayed until March 18, 1971 in connection
with an intra-uterine fetal death.
The subject's four year old son was confined in the hospital from March 24

to March 26, 1971 for a tonsillectomy with adenoidectomy.
The company rejected both claims ; the mother's claim on the grounds of policy

lapse and the son's claim on the grounds of pre-existing conditions, since the

doctor reported that the hoy had had recurrent sore throats most of his life. An
additional ground for the boy's rejection was policy lapse.

J'rom the files it would appear that the policy had been paid on a regular basis

since its inception in October 1970. Apparently for some reason the 1970 Decem-
ber payment was not received until February of 1971 although the payment for

January had apparently been received and recorded by the company.
The subject in a letter to the company indicated that she was not notified of

any policy lapse; and as of Jnly 1971 was continuing to pay on the policy, and
these premiums were continuing to be accepted by the company.
The question is raised as to whether or not the acceptance of the December

payment even though late would not constitute a waiver of the company's right

to claim lapse.
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National Home Life Assurance Company
~ Iv ALLEY FORGE

PENNSYLVANIA
' 19481

>w\

1 HOW TO MAKE A CLAIM . . . SIMPLY AND QUICKLY

I

'

I
We'll live your claim Immediate attention when we recelirc this form, iuit follow these easy InstructloiU:

,jj ij O Pill In this form—completely and accurately—as soon as you or a covered

: J i

' »1 r! '
: i J

^"^
' member of your family fias a loss under ifie policy. Be sure to sign your

- '
\ name at tfie bottom of this form. Also please send available bills.

Vl\'^'' }''- - 1 O Give tfie form to your physician. Ask him to sign the "Patient's Authoriza-

,i
.";--.• Hon", and to complete the reverse side.

i;£) '
1 1 i O After both you and your physician have completed and signed the form,

mall It directly to National Home. You don't have to employ anyone or see

an agent to claim your benefits.

PnllrynwnRr^/<M^n> 7^ - y^J^^'rrii:f<3^'

TplpphnnR J^^031S' Age i/

POUCY NUMBER(S)

kL/<^9 7<^

1. Give full description of injury or illness from v^hich patient suffered. If injury, tell when, where and how it happened:

2. Date of first symptoms! ffl
^^TH^UV 3. Date first treated:

4. Give names and addresses of all physicians who have treated patient during illness or accident:

S IUam» nf hnspital '-fl/i^CV^ ^ j'Xlt-'^ /).fU^.^Jl^ l4<'-O^Z^-{

Address.

6. Dates hospitalized: Frnm ^- ». . I L ' Jj 1

1

To 1^ C b . Jl ^ - I ^ "} (

7. Has this disease caused previous trouble? If so, when?

Treated by

8. Name of patient's family dnntnr /f^ C'^^^^-O^ /?? (^-^/^

Address of family rinrtnr /oy S VcXLt^^i-yr^^ How long?.

TO NATIONAL HOME LIFE ASSURANCE COMPANY
AUTHORIZATION FOR PATIENT'S RECORD ^OM. OFFICES: VALLEY FORGE, Pennsylvania imsi

I do tiereby authorize any physician, or any other person who has ever atlended me, or any hospital In which I may have
ever been treated, to disclose any knowledge or information which was acquired. ,

Dated ^- J^ 19 7 / ciaii^ant SIGN HERE ' .,9'A^i-^-^^ )Pl .Au-m^-'^

Claimant's kAAjR%^ J L- X ) X^Th ^-yiJ-f ^ y City /^7:fe^ State P)ULLy.-^ Zip Code //;^-V

Approved by: " Degree
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PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICATED

(1) "Patient's Authorization" on reverse side

(2) At bottom of this form above the perforation

-q

Patient's Name_.„,„„. . /^/^ 'T/i^/'^A'S Acs 3f
1. Primary niagnr^^kfas) <-^^:Pii j /aIc^'UJ -J^Z^t' Mj/^-ZiL

Secondary Diagnosis(es) /^^^V^"^_-x'

Complications, if any: ^'^Uf—TLi—'

2. 11 Injury, when and how did it occur? If sickness, when did first symptoms appear?. M^^^^h/^

3 When did patient first have medical attention for this condition? .-y ^r^- i^i /y / /

By whom? dfiĤ lS t}1/! i /^ 7>

4. Has patient ever had same or similar conditions D YES fgrio

11 so, give date and describe

5. How long have you been patient's family doctor? ^ /TT'l'^'-Tl-^^TV^.^

6. Was patient referred by another doctor? *—^.^
Referring doctor's name and address.

7. Name of hospital /l^///i 7)fth/'4 6>en f. J-^ I /^.f^/V/g' /
Address '310 6 C f) I-DCO -te^ h- /^l/^/lU'i^ '

Dates confined: From
" ^/.^l/.. /^ ^/ To J^J^ ^<^,/^7/

8. Nature and charge for surgical procedure.

Place performed Date performed.

9. Dates of medical treatment by you: ^ ^ charge per call [T

y /"//•/ ^Ji // ")
T,2Xl3efnTficaliop Numb9f==^

Telephone y^ ^Aldgg MAX^M D'
' Address /oV^j

'̂ ^^ ^ /^^ ^'
ĵ ^

n -rj-rr
'8984 UVERNOIS* Ciiv ^ ^ •-//? j^ /-j Rtata /j^^^/^^l^^^ CodeyJV,'^/

NATIONAL R5fR€ tA*K>tSl4892qE COMPANY • FH1007 • ADM. OFFICES: VALLEY FORGE. PENNSYLVANIA 19481

Thank you lor providing the medical Inrormatlon necessary to we may more

quickly resolve your patient's claim that has been filed with us.

We appreciate your cooperation on behalf of your patient, our policyowner. r^r^^^*
sincerely. ^^J^^
Reynolds L. Emerson. M.D,

Medical Director
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. National Home Life Assurance Company
VALLEY FORGE
PENNSYLVANIA

19481

i;{;Kiiir:-;;'

HOW TO MAKE A CLAIM . . . SIMPLY AND QUICKLY
We'll give your claim Immediate attention when we receive this form. Just follow these easy Instructions:

'">
Fill In this form—completely and accurately—as soon as you or a covered

Jf;J >
!

; i
'. f

jj^
member of your family has a loss under the policy. Be sure to sign your

name at the bottom of this form. Also please send available bills.

'"'.'.-' O Give the form to your physician. Ask him to sign the "Patient's Authoriza-

;
' lion", and to complete the reverse side.

© After both you and your physician have completed and signed the form,
'

j
mail It directly to National Home. You don't have to employ anyone or see

' an agent to claim your benefits.

.r J-A<-^ >>7 -J^/^-.Policyowner

Patient S M-^f-"'-^ ^
TBlephnne ,^ Y^C< 3 3 P Age -3

y

POUCY NUMBER(S)

S6>/¥?76

1. Give full description of injury or illness from which patient suffered. If injury, tell when, where and how It happened:

symptoms: C}-<Ztr^^t^<-^ 3 [33,3 ,1^5, treated:.2. Date of first

4. Give names and addresses of all physicians who have treated patient during illness or accident:

5. Name of hospital ^Jy-^^td^ ^jjtLe^.'^ Jj/.-.

! 6. Dates hospitalized: From S^.i^^./ ? -' I "i 7 / To ^'^ (i^^jL /F- /??/
7. Has this disease caused previous trouble? If so, when?

I Treated by:

* 8. Name of patient's family doctor /7^ /%-^t-^^o^ /?'^ i^-ZJ

Address of family doctor /i 7 b/ A.c^-y^t.'-'^.-c--^ How long?

.

TO NATIONAL HOME LIFE ASSURANCE COMPANY
AUTHORIZATION FOR PATIENT'S RECORD ^0„ ofVK^^. VALLEY FOHGE. PENNSYLVANIA 19461

I do hereby auttiorize any physician, or any other person who has ever attended me, or any hospital In which I may have
ever been treated, to disclose any knowledge or information which was acquired. . .

Dated V- /3- 19 7 / CLAIMANT SIGN HERE . >/ C ^-^t^-a^ Jy, ^
^Q-^-t-oyL^,^

Claimant's Address //, :?/J )<>M^^/-^.w/ C\\^ J'jtCcUT' %\&\^\'^}{<-l<-'^f^r- Zip Code Vf-^.a/

Approved by: Degree.
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PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICATED

(1) "Patient's Autliorlzation" on reverse side

(2) At bottom of this form above the perforation

Patient's K..m. f^Z/JtA^ ^/)^/7)^S Age ^cf
1. Primary niagnnslsCss) ^<m2^ oA^'U.^U j f̂ ^-O i(Z.S>cZ^

Secondary Diagnosis(es)_ \^^^i<ryLL/

Complications, if any: -^J T\X y ___^ ^_^^ .

2. If injury, when and how did it occur? If sickness, when did first symptoms appear?.

4. Has patient ever had same or similar conditions D YES ,,0nO

If so, give dale and describe

I 5. How long have you been patient's family doctor?

I
6. Was patient referred by another rinntor? '^V^-^^^"'''^

i
Referring doctor's name and address

^ /TTt^^^^Uf

7. Name of hospital.

Address

Dates confined: From

8. Nature and charge for su

charge per call $

9. Dales of medical treatment by you:

;/^y7/ mh. 3J^^ I .^TV^ n I 3/lIWT^j/^~/^^

Telepi;^ne //// ^,P
^

^ cJ- A^^^^r^tET, MICH. 48221

City State Zip Code

NATIONAL HOME LIFE ASSURANCE COMPANY • CFH082 . ADM. OFFICES: VALLEY FORGE. PENNSYLVANIA 19481

3. When did patierxLfirst have medicalattention for this ccmdrtion? yy'J^ - '/ /^ / / i

/V/z-'^A 2>e-/-u/^ ^-e^ifraJ ^^^^.v^/ 1

n filnO-yi To ^^Z/^y-?/ !

rgiral prof^PdurP Jcop-^L^ {U^U.^^J /<Uy^t2^^,^^y7^y
''

1
^ . ^ ~1

'

nprtormpd '^fl/.I^CCt Mlh^/t J^'-j^ /^^n«tP pprtormpri . ^ / /.^ /^ /

Thank you (or providing the medical Inlormallon necessary so we may more

quickly resolve your pallenl's claim that has been filed with us.

We appreciate your cooperation on behalf of your patient, our policyowner. ^W5 S0^
Sincerely, <^.5^>-
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STATUS REPORT

16 ?6| 003 91 56149761 THO
| 06/ 2 8/ 71 |

T

71/09/0^ 4 170/10/161 9
| Oofo

71/06/1 iItTZo s/Y i

7 l/O 8/ 1

7

71/0 5/05

103.06

O.OO

WP4

5-0686-6-5A

F 132/07/22 3

OC 3.3C 9. AC 17.82 33.0021

zzz

DEPENOENtS AND OTHER

70/03/ |70/lp |00|

07 07 70 10 6

DARLITA L

GEORGE BEN
GEORGENA R

NADRA L B

IRENE E TH
LEWYNN E 7

AROUITA V

HUBERT E

Em

THOMAS
NETT
BENNETT
NETT

OMAS
HOMAS
THOMAS

IIHOMAS

OTHER 7

F 1.1
R 13.1

DATE
0118
0204
0204
0426
0426
0428
0505
0607
0607

4.98
37.31 7C

TRAN
23
67
85
85
85
17
60
85
09

DOCU

2246
2234
5010
0001
CY28
2223
2223

300f
64 07
66 06
55 02
56 04
50 03
52 04

70 10 06
70 10 04
70 10 1

70 10 14

70 10 20
70 10 1

'm004
OOFOOO
OOFOOO

500F000
OOMOOO
00F003
OOMOOO

7501353
00000000
0000000000
0000000
ooooooolo
300094
ooooooolo

0256504750
000000000
0000000

0000000000
000000000
178203300
000000000

RAILERS

.45 17.50

.74 131.00

AMOUNT

26.20
13.10
13.10

0.00
37.31

FROM TO U DATE U T U DOC

710504
710604

710604 710904
49|P401310037310707

710505

413100

Etfeclive Date of Chonge

YR MO DA Tronjociion Code

Check Poyoble

R
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FORM LETTCRS TO Bg SENT:
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BE 3 (i)

BE 5 i>0 lo
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National Home Life Assurance Company
VALLEY FORGE
PENNSYLVANIA

19481

HOW TO MAKE A CLAIM . . . SIMPLY AND QUICKLY
We'll (Ive your claim Immeitiate attention when we receive this form, lust follow these easy Instructions:

O Fill In this form—completely and accurately—as soon as you or a covered

member of your family has a loss under the policy. Be sure to sign your

name at the bottom of this form. Also please send available bills.

O Give the form to your physician. Ask him to sign the "Patient's Authoriza-

tion", and to complete the reverse side.

O After both you and your physician have completed and signed the form,

mail it directly to National Home. You don't have to employ anyone or see

an agent to claim your benefits.

J-jl^-LAy^n . , D£^.ry,^^y
POUCY NUMBER(S)

Policyowner.

Patient

-1

1. Give full description of injury or illness from which patieht^uflered: If injury, tell when, where and how it happened:

2. Date of first symptoms: _3. Date first treated: .

4. Give names and addresses of all physicians who have treated patient during illness or accident:
J

Address ZT,?:?!^^^ '^pjA^^. '^}<r.^O /

6. Dates hospitalized: Fmm .
? - .3 •/- ;7-//C /"To s

"? - ^^. -"^V
6. Dates hospitalized: Frnm , > — .-^ y — ^/^/^n j\ o 1—> - '=^^. —i-i _ _ r:^^

7. Has this disease caused previous tmiihle^ 'Oi^'^J " ®°' ""^^^'' -^-^ ~M^ f.^K2^ /)^'^-n)7-i^^'?^

Treated hy /hh . ^7? /l^i^i^-^^ N,,^^^^ -^^
8. Name of patient's family doctor :

Address of family doctor .

How long?.

TO NATIONAL HOME LIFE ASSURANCE COMPANY
AUTHORIZATION FOR PATIENT'S RECORD ADM. OFFICES: VALLEY FORGE, PENNSYLVANIA 19481

I do hereby authorize any physician, or any other person who has ever attended me. or any hospital In which I may have

ever been treated, to disclose any knowledge or Inlormalion which was acquired. /

Dated V- P- ig 7/ CLAIMANT SIGN HERE " . ^. I^^^A^^ )?;,,,,>^»vyL^.-<2y

Claimant's t.A^r... //.:2/X Wl^-d^^ CW'j/tC^l^^

.

Slate 77)/^/. Zip Code /^^^.V

Approved by:
''

--t-tz^
Degree
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PHYSICIAN: PLEASE ^IGN f

IN THE FOLLOWING PLACES AS INDICATED

(1) "Patient's Authorization" on reverse side

(2) At bottom of this lorm above the perforation

\ Patient's MamR Nndra Bennett /^ge_

1. Primary niagnnsls(Bs) l-JGCurrent sore throats

Secondary Diagnosis(es)_

Complications, it any:

4. Has patient ever had same or simiiar conditions DYES QNO
If so, give date and describe

5. How long have you been patient's family doctor? 3/8/71
Yes

6. Was patient referred by another doctor?

8. Nature and charge for surgical proesdure Tr~,,ic i I Inr+nny with AripnniHi^rntny

Place performed Grace Hospital Date performed 3/25/71

OFFICE
3/0/71 ; 4/0/71

Dat4 /'V71

Tax

Telephone
"'"0-46166

Address 5030 JOv Rd .

Identification flumber U.

1

2. If injury, when and how did it occur? If sickness, when did first symptoms appear? 'tost of life

3. When did patient first have medical attention for this condition? 1970

By whnm? M-J. l-lorris, M.U.

Referring doctor's name and address M-J- Morris. M.D. 12632 Dexter Detroit, Michigan

Grace iiospital
7. Name of hospital

Address 41 Joh n R . Detroit, Michigan

Dates confined: From 3/24/71 To 3/26/71

9. Dates of medical treatment by you:
'^^^'^^ P^'' '^^"

I
^ 17.00 & 10.00 I

CItv Detroit
stat»

Michigan ^.^ code^
NATIONAL HOME LIFE ASSURANCE COMPANY . FH1007 . ADM. OFFICES: VALLEY FORGE. PENNSYLVANIA 19481

Tliank you for providing the medical Information necessary so we may more

quickly resolve your patient's claim that has been filed wllh us.

We appreciate your cooperation on behalf of your patient, our policyowner. ^^
Sincerely.

*̂^iik*'>'
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STATUS REPORT

DATE
1220
1217
1217
0118
0204
0204

U DOC

Dole of Ctionge

WO DA Trontoct.on Code
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STATU!

it? i7067riKT/ 5/2T5- 0686-6-5 a"

|P4

PA
P4
P4
PA
PA

8 P4

B 13.1

DATE
0118
0204
0204
0426
0426
0428
0505
0607
0607

DARLITA L

GEORGE BE
GEORGENA R|

NADRA L

IRENE E T

LEWYNN E Tl

ARQUITA V

HUBERT E

THOMAS
ETT
BENNETT
NETT
MAS

HOMAS
THOMAS

TlHOMAS

KNt

B^N
H0^

OTHER TRAILERS

5 4.98
37.31

TRAN
23
67
85
85
85
17

60
85
09

DOCU

2246
2234
5010
0001
CY23
2223
2223

.45 17.50

.74 131.00

AMOUNT

26.20
13.10
13.10

0.00
37.31

'OV
07
7

06
02
0-V

03
04

CLAIM REJECTED DUE TO

POLICY LAP^T—

-

;

IF THE CLAIM SHOULD BE

REVIEWED, RETURN TO

p^ ^7 _ CLAIMS CLERICAL

IF ^OU AGREE, BACK US

IN YOUR LETTER.

Ivo/ici |00

70 10 63
70 \<\

70 10 -J

70 10 it

70 10 1-'.

70 10
70 10 1

00iF|00>' jjoO Sfo'OO OOJOOjOOOp c

OOMOO . /5013530256504750
6 OOF Oo:: '-'00 0000 0000000 00
OOFOOOvOOOOOOpOOOOOOOOO
:'OFOOOOO<)0000[0000000000
^"1000 :)ooooooiooooooo 000

dOOrOOT 0009400178203300
8 00 MOOOOOOOOOqO000000000

710504
710604

10604 710904
P4013100373107

U DATE U T

710505

071413100

U DOC

EMcciive Dote of Chonge

•m MO DA Irooiocl.on Code loco'ion Relerenct No

13 14 P5 16 17 18 19 20 21 22 23 74 25 26 27 28 29 30

field A - Ne~ f.eld NOIf @ ' l.gn mui! follow loll cho'QCTer on l.ooiocl.on #1 only

Mom Iniured

. Eiioio of Ml

1
1 11 1 1 1 1 M 1 1 1 1 1 1 1 1
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July 21, 1971

Gentlemen;

I am writing you in regards to your previous letter about my

two claims, one for my baby and the other for me. You say that my

policy had lasped, I do not see how that could be, I sent in my

payments each month with the exception of the last six months & I

paid them in three months each time. You said that you recieved my Dec.

payment in Feb, I had sent the Dec, payment in Dec,. I do not see why

you did not get it until Feb, and if . the palicy was lapsed why wasn't

I notified & in other words you did recieve my Jan. payment but not

Dec. WAll I was not notified about any lapses that is why I continued to

pay for the policy. I would appreciate it very much if you would

recheck & see if the policy was lapsed why wasn't I notified.

Why was the Jan. payment accepted & rSCT the Dec? What was the past date

on the envelope? Please check this out.

Thank you;

Mrs Flora Thomas
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File No. 5 59 2773

This subject was a 69 year old female who was treated in the physician's
office for a contusion of the right arm occasioned by a car accident The claim
was rejected on the basis that there had been no hospital confinement This
would Indicate that at least this subject apparently did not understand the
terms of the contract providing that the coverage is in effect only when
hospitalized.
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STATUS WORKSHEET
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National Home Life Assurance Company

Al^iStSTMSl^

HOW TO MAKE A CLAIM

VALLEY FORGE
PENNSYLVANIA

19481

SIMPLY AND QUICKLY
I'll gi»e »our claim immeifiale altenllon when we leceive this (orm, lusl follow these easy instructions:

Fill in this form—completely and accurately—as soon as you or a covered

member of your family has a loss under the policy. Be sure to sign your

name at the bottom of this form. Also please send available bills.

Give the form to your physician. Ask him to sign the "Patient's Authoriza-

tion", and to complete the reverse side.

After both you and your physician have completed and signed the form,

mail it directly to National Home. You don't have to employ anyone or see

an agent to claim your benefits.

Policyowner_

Patient

Telephone^

-^ M^

POLICY NUMBER(S)

I

5-^?-'?^-7j_

1 Give full description ol, injury or illness from which patient suffered. If injury, tell when, where and hP^I' happened:

'/i-^.

2. natp nf fir.it .^ymptr^ms- j /^ ^~~/^/'-2 3. Date first treatedj/^,, ,
^-^

4 Give names a^ifl addresses of all physicians who have treated patient durin^illness or accident:

^_ ^V/>/y./^/^//^^^//.. ^^//^^. Z^^-^jT ^:^̂ /7^^/3^
5. Name of hospital

Address.

6. Dates hospitalized: From

7. Has this disease caused previous trouble?. _lf so, when?.

Treated by

8. Name of patient's family doctor.ui pciiidii a Kiiiiiiy \j\i\j\\j\ ^^1

—

( c w '

—

yy C^ '
"^ ^ J

Address of family rinrtnr
/p/'- Y ^^ '^

(̂ ^ ^^
^i J^^/'^J

—"°* '""^'-^

AUTHORIZATION FOR PATIENT'S RECORD

I do hereby authorize any physician, or any other person who lias ever attended

ever been treated, to disclose any knowledge or information which was acquired

TO NATIONAL HOME LIFE ASSURANCE COMPANY

ADM. OFFICES; VALLEY FORGE. PENNSYLVANIA 19

Claimant's Address.

Approved by:

.CLAII^ANT SIGN HERE

City

AUENniNG PHYSICIAN

. or any hospital In which I may have

'./i.'SlMlo fiAf/t/lAr/^Azip Code 7if^fO

_Degree
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PHYSICIAN: PLEASE SIGN

IN THE FOLLOWING PLACES AS INDICATED

(1) "Patient's Authorization" on reverse side

(2) Al bottom of tills form above the perforation

Patient's Name Esther Richardson Age 69

1. Primary Diaqnosis(es) Contusion, right arm.

Secondary Diagnosis(es)_

Complications, if any:

2. if injury, wiien and liow did it occur? If sickness, when did first symptoms appear?_

Car accident. 1-5-72

3. When did patient first have medical attention for this condition? l-O-yZ

By whom? W. R. .TnnPS , H. n^

f

I
4. Has patient ever had same or similar conditions D YES D NO

If so, give date and describe

5. How long have you been patient's family doctor? This Is the first time I have treated this patiant

,

6. Was patient referred by another doctor? '

Referring doctor's name and address '

7. Name of hospitaL

Address

Dates confined: From_

( 8. Nature and charge for surgical procedure.

Place performed.

9. Dates of medical treatment by you:

OFFICE

See Itemized statement

Date 2-8-72

.Date performed.

charge per call $

Telephone 3^7-2202
Tax Identification Numbe'

Address Box 1110

City

73-0665212

BrlstOM
state 0^^' _Zip Code. 74010

NATIONAL HOME LIFE ASSURANCE COMPANY • ADM. OFFICES; VALLEY FORGE. PENNSYLVANIA 19481

Thank you for providing the medical Information necessary so we may more

quickly resolve your patient's claim thai has been filed with us.

We appreciate your cooperation on behalf of you patient, our policyowner.

Sincerely,

Reynolds L- Emerson. M.D.

Medical DIroclor
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STATIMINT

W. E. JONES, JR, M.D.
408 WEST FOUHTH STREET P O BOX 1110, MISTOW. OKIAMOMA

TtlirMONI iMttSOM 7.}>0)

Bsther RichArdson

623 ii. 5th

Briatow, OkUo 7^*010

CMMOO »UI 1«TN lACM HOMTM
,._ , u.
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STATUS WORKSHEET

in
MODE EFfecnvE D*tE OCP

2IIZ

/ ./;l'-/'-/

yy^
V^T^

lYPE SDt

PUBliCAliON CODE

\'- I'-h

PBEM AOJUSI

2ZZ

DEPENDENTS AND OTHER TRAriEOS

NAME

tDDDESS

5>- YKuUf-

NO IVPE

^-'tJi-. ..'mLoo'jcLouU.

UTYPL

AT lS

.n[ '11 MS

• If-l.

RANS-L;*T

72-01-29
72-01-03
71-11-2

7l-09-iQ

r:-AT!:-r-o

71-12-21

ii7.0b 51.50

_ TYPc AMObN

fa-:- '!.'">

5 1, - r , c

J.
'-— y t^.

6r.- '^-.t

9.D

9t>.C0 :.90 o i9 . (>

.-i
i^.-

7.1-02-26 1

71-12-^6
71-11-^6
71-10-2i

: 71-C-9-^f>

A^'iOUNT !« DAT
.CC P

fifiuUNT i< OATL-PD £.K JUNT K

DECISION CODE
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FOI^t SANDERS PRESBYTERIAN HOSPITAL •

KNOXVlLLt, TENNESSEE 37916

HOSPITAL INSURANCE REPORT

NAME OF POlirYHOLDFR PoLLARD, AmQs V. JR PQUCY NIJMBFR ' 566't036

R, 1, Colonial Circle Seymour, Tn., 37°°2

EMPLOYED BY ' ^p I v

.

[

r

CofiipIatnl_

National Health Plan
Valley Forge, Pa. ]^kQ]

~]

J
. Dole of Onset.

NAME OF PATIFNfoi-LARD, Mary E

RELATIONSHIP ^"^^ Age 27

Admitted 3-5-7^

Discharged^^_ir§£2_

Final Diagnosis, including Complirntions Lh-ERINE PREGNANCY DEL. TBLC FOOTLING BrECK. FEMALE

Attending Physidnn/Surgson H.D.R. CLINIC MP

Operations and Dale Performed DELIVERY

Address KnoXVILLE, TeNH: SSEE

AUTHORIZATION TO RELEASE INFORMATION: I hereby outhorize

this form. Date ^"
'

" '
19 Si

the above named hospital lor5leasetK^\imormj]trQi» requested i

f
^'~/Patient (parent ifminor)

ASSIGNMENT OF INSURANCE BENEFITS: I hereby authorize.. .WATJ.O.tJAt..JbteAJ.TH..PLAJ^..J.NS.....CQ^

to moke payment directly to the above named hospital of the hospital benefits herein specified and olherwise payable to me
but not to exceed the hospital's regular charges for this period of hospitalization. I understand I am financially responsibl

the hospitol for charges not covered by this assignment. .Z,-—

?

/I ^

fi Insured

Dr.e 3-17-72
J9_ Signed. -^TK^e^

HOSPITAL CHARGES (Complete this section or attach copy of itemized bill showing type of accommodations.)

^ . . . Total :

ROOM & BOARD <

AVG. SEMI RATE
if6.oo

See atached statemen
IRS # CA 6205283I+ON

OTHER CHARGES I

I Ward

I / Q Semi-private

I Q Private

_days at $_

_ • ••

$_

- • • $.

Anesthesia.

Operating or Delivery Room.

Laborotory

X-roy

Dressing

Drugs

Oxygen

EKG-BMR

Total

; ASSIGNMENT
-HAS BEEN TAKEN
- BY HOSPITAL

Hojpilol. fO'T SANDEIli PRESBYTCRIAN HOSPITAt

Token from records on 3"1 7-7^
Address i*m west ciinch avenue nwoxviiit. Tennessee 37ti>

.19 Signed hy l7~{i(I.U- I^S. ClERK
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atJen-

STATEMENT

Ft. Sanders Presbyterian Hospital
1909 W. CLINCH AVE. KNOXVILLE, TENN, 37916

-::». PATIENT NO. ADMITTED

PArtENT' POLLARD* MARY E 0918805 204-5 03/05/72
DISCHARGED PAGE

03/08/72 2

MAiLTa AMOS V POLLARP
RT 1 COLONIAL CR
SEYMOUR TENN

INSURANCE COMPANY
37B62

NUMMIl NUMBER "*" AUOWANCE Li«*nS AMOUNT

20<>70<»<il 20 <>6.00 <^b.00 00.00
6837621001 20 46.00 A6.00 00.00
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rs.

M LETTERS TO BE SENT.

tticbsol V. Polletd 2 5654050

11 28 71

12 1'5 71

03 WF5

H214405

3
Cloim Fcm P.O. S..Jt

Hoso.'al 8.11

SPECIAL INSTRUCTIONS-

TIWAL HOME LIFE ASSURANCE CO.

fZiX^IITP^

•"••••
fj^

J PAYEE AS ABOVE

~] Adlu.tc No.

90-319 O - 73 - pt. lA - 13
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EAST TENNESSEE BAPTIST HOSPITAL
KNOXVILLE, TENNESSEE .

HOSPITAL INSURANCE REPORT

,nPNTlFlCAT10^^
NUMBER.

National Homo Life AasuraiiaWX. U^*^^
fiO^OSO^^^^

ACCOUNT NUMBE

NUMBER FOR REMITTANCE

NAME OF POLICYHOLDER Amo3 PoJUard

EMPLOYED BY .

^Route// 2 Soymour Tonnessea.

I DEC 14 ly/i-aooL

_ POLICY NUMBER ^lHj^
7

NAME OF PATIENT (if other than polictholdei!) .

RELATIONSHIP -^CA^

Mlp.haal p^^^,qvf^
i^'

U 28 71 It 25 Ht.i 11 30 71 200rM

fINAL DIAGNOSIS, INCLUDING COMPLICATIONS

.

Tonfjimtiln

AHENDING PHYSICIAN/SURGEON DT Cr»S3 Chl4s\;ian

Zirkle &. I,6ng

OPERATIONS AND DATE PERFORMED

Kn»xvlll9 Tennessee.

HOSPITAL CHARGES (Complete this section or cntach copy of/itemized bill showing type of accomodations.

'~ -2 /_doyjol$ )\f> cm Tolol

ROOM & BOARD

OTHER CHARGES < Oxygen

Reovery lo^m-

52-00

go 00
11 go
?1 00

-2-45-

7 00

h 00

HOSPITAL EAST TENNESSEE BAPTIST HOSPITAL
TOTAL $ .

188 2g
-U3-00-

KNOXVILLE

TAKEN FROM RECORDS ON

.

1? 7 71 SIGNED BY Ins CllcfbSEE 37901 -.

CSL
AUTHORIZATION TO RELEASE INFORMATION: I hereby outhonze the oboyeinumed hospital to releose the informolion reOuesled on

// '^ ' '/ Signed >^ ^ <-^-V / '-<^^ ,^:-> ,-/'
/ Potient (por^nt if minor]

this form DATE_

ASSIGNMENT OF INSURANCE BENEFITS: I hereby authorize

to moke payment directly to the above named hospitol of the hospital benefits herein specified ond c

t to exceed Ihe hospital's regulor charges for this period of hospilolization. I understand I am fin

spilal for charges not covered by this assignment.hospi

DATE

otherwise payable lo me but

ly responsible to the

//:?'.-

y

Signed -*^ -y^-'-/ly.
^'
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EAST TENNESSEE BAPTIST HOSPITAL
KNOXVIUE, TENNESSEE

HOSPITAL INSURANCE REPORT
ii<?n75n

National Hob« Life Aasuranca

NA.M£ OF POLICYHOLDER Awoa Pollard

l>APlOYEDBY, ^ V
^_Boute# 2 Soynonr Tamooaee.
yr.:.4-j.<.—

. POLICY NUMBER ^(^-'1^ o ^ c'j

KAA«E OF PATIENT |if oiher than policyhoider;

tHATIONSHIP ..
'i<^A^—

ADMITTED.

Wrha»1 Pftn«rd

11 28 71 U 25 TO ' 31 30 71 200PM
ot.

BMAl DIAGNOSIS, INCLUDING COMPLICATIONS

.

'lVm..41Ht.4i.

AHENOiNG PHYSICIAN/SURGEON Dt nronn nhrl.ntlnn

Zlxkle & longs
OPERATIONS AND DATE PERFORMED

XboxviUe T«ine8Be«.

HOSPITAL CHARGES (Complete this section or otloch copy of itemized bill showing type of accomodations.

ROOM A BOARD < Q Sem.-pr.v

f [_J Nursefy_

-Ufi-00-

y* Operating or delivery r

Anestliesio

Laboratory

Medicol and Surgical Supplie

OTHER CHARGES <
PSyiicol Therapy -

EKO

Blood Bor.k

Tranituiion. Setup .

RaooTBiy loow

-92-00

-^CW»
11 go
-23^4»

-2^
-7-«0

U 00

HOSPITAL EAST TENNESSEE BAPTIST HOSPITAL
TOTAL $

188 Vi
U3 00

TAKEN FROM RECORDS ON

.

12 7 TT- SIGNED BY

AUTHORIZATION TO RELEASE INFORMATION: I hereby oulhonze Ih^ abo>

tti.i form DATE // ^ ^ ' )/ Signed

.

PotienI Ipi

ASSIGNMENT OF INSURANCE BENEFITS: I hereby outhorize

to make poyment directly to the obove named hospital of the hospitol benefits herein specified and otherwise poyoble to me but

not to exceed the hospitol's regulor charges for this period of hospitolizotion. I understond I om financially responsible to the

hospital for chorges not covered by this assignment.

DATE // yj ^ £ A^^<J
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STATUS REPORT
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NATIONAL HEALTH PLAN
VALLEY FORGE, PA. 19181

POLICY CHANGE ENDORSEMENT

AmoB—Vi—Mlldrd Jtt" S664036
71-C1-14

It is hereby agreed and understood that your policy plan is Ranged

to a Family Plan with maternity benefits.

^ JUU^C.

CHANGE TO

CZI
tEMIUM INFOIMATION

NATIONAL HOME LIKE ASSURANCE CO.

Valli'V Forge, PennsylvaDia

PLEASE AHACH THIS

ENDORSEMENT TO YOUR POLICY
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STATUS WORKSHEET

CODE
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HEALTH INSURANCE CLAIM — GROUP OR INDIVIDUAL
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INDIVIDUAL HOSPITAL INSURANCE FORM r — Morki for Tabulator Appo*

HOSP.ITAL COMPLETE FOLLOWING j

TO

AND 'furnish copy TO
I
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File No. 5 60 8254

This file is a fun one in answer to our "finger chopper" witness of last time.

In this instance two policyholders with the same name were confused and a
Detroit, Michigan, policyholder received a card saying that the company was
processing his claim ; when, in fact, it was a St. Louis policyholder of the same
name making the claim.

The Detroit policyholder writes as follows :

"I just received this card in the mail saying you are processing a claim for

me immediately. But I must say somewhere or somehow you have gotten your
records or your files mixed up as I am not sick and pray to Jehovah I will not
get sick. I have not filled out a blank for a sick claim, last week I did send you
a check for $23.79. I think it was, but it was for my payment on my insurance
for so please don't make me a claim as I am not entitled to anything as
I am perfectly well. Please check the mistake, maybe it was someone else. I

appreciate you doing your duty or job. But please check your files again. And at
once let me know where the mistake is as I am not sick. And I do like honesty
and believe in being honest. Please don't send me any money or a check for
money. Thank you for everything and thanks for promptness."

It is interesting to note that the legitimate claim was rejected as not being
covered and that person was a 78 year old male who was confined in the hospital
from January 9, 1971, to January 12, 1971, for coronary insufficiency. It is be-

lieved that this rejection of the claim was because there was a 3-day exclusion
in the contract.
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INDIVIDUAL HOSPITAL INSURANCE FORM^ <,^0<^2.^H^ ?

Hospital Complete and Furnish Copy To

_lIataona3^Jiome_Lir_e^JLiis\rraiice_
Name of Policyholder

_GeorgeJR..^Jordan
Address Street and Number City

38 Xanai Ava, .— I Largo

r
^ Policy Number(s)

t. - Louis , Mo s-

Nome of Patient (If other than policyholder)

State or Province

JEloridsu-5-35^
Age

Dote Admitted Time Admitted

Ai,45 PM
Date Discharged

ni/i?/7JL

Drged

Other Insurance Indicoted by Hospital Records. If YES name of Company
NO DYES

Time Di schorge

in:?? AM

AM
PM

Comploint

Dote of First Symptoms

Diagnosis from Records (If Injury give date. Place of Occident)

Acute Coronary Insufficiency

Operations or Obstetrical Procedures Performed (Nature and Dote)

..»,..,,,... ^,..r>,-.-r (Complete this section or attach copy of itemized
HOSPITAL CHARGES '' bill shov^ing information befow.)
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amm f. plant sH,?3Frrar
:>'>3 .llWOKU'iSlPII T I' O fiOX VKI CK AI-WAII i:, KCJRIDA :;3',1/

'
I

PMONr (U13)'|.I6-71 1 I

PATICNT'S STAITMCNT
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^0.
I
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X3 f'EDi S SURG, SUPPLIES
10 PHARMACY 6 I.V,'

'

312032330A

DTHER INSURANCE ESTIMATE

TrMFNT MAY HAVE TO nr Anj

IOC

hO
3

59
2

7

221 i30

J -J^

MEDICARE

ESTtMATtO I NS. COVtRACE ^Y^^\MMW DU£

2nd COMPANY FROM PATIENT

3r* CRrniTr. Rircr.ivrn in tut uusine-?.s

,22 i 30-
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!'..i|.
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DATE

GEORGE R JORDAN
228S LANAJ AVE
LARGO/ FL 33540
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;
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STATUS REPORT

DATc
iOi3
mo

TkAN UUCU
84
65 5564

AMOUNT
0.^5 1

Z:>.19 7

F ROM
01013
01113

TO
701113
710213

U DATE U T R U UOC

Dole of Chopge

VO DA

Check Poyoble to

onsociion Code

13 U 15 16 17 18

F.eld A - New f.eld NOTt

19 20 21 22 23 24 25 26 27 28 29 30

horocle. on IroniOCI.on #1 only

Mom Insured

Estate of Ml

31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55

f.eld B - Old F.eld NOTE '' @ ».<jn mull (oilow lost chorocler on Iconiocl.on #1 only

56 57 58 59 60 61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80

E«plonal.on Appioved by



757

^>s.<

7 /

9(i^, yc^ /v^ . . , /^ , _ ,^ /

/a-^^

d.:..

!^";;> -^^-/^r



758

•- ^^.e^ ^-d,^,...

P7, c>-- 6- --..^

-(^-v-Cc .'.. /tv^- c „-<'

?y t^'-^'t^.

<- ^^-iC—'w'

U^-x^ !rc^ c^^

-^-^-V
"/ '"-"^"''^-

(

y~-/L.c-,,^.-^,
:i:

.^^-1 J /C?--^- V/^--/^^-?!^ J-:^ ,

a? r
'/I'o



750

Mr. Sharp. Mr. Chairman, I would like to close by introducing
these documents, just briefl3\ We would like to introduce for the

record. National Liberty Corp.'s various policies and advertising

material and current premium payment modes. The National Liberty
Corp. prospectus, dated August 26, 1971, and other materials supplied

by the corporation to the SEC in connection with its registration

statements, as well as all other presentations.

Calculations, and any other material relevant to this corporation in

this matter.

Thank you, Mr. Chairman.
Mr. Chumbris. Thank you, Mr. Chairman. I don't have many ques-

tions. I interjected several times to cover several points that I think
needed to be covered at that particular time, but I think that one
thing we ought to bear in mind is whether the type of insurance that

you are providing to the public is one that is necessary because of the

increased costs of hospitalization in this country which, as you pointed
out, is $192 a day in Philadelphia. It might be $40 a day in some city

in the State of North Carolina; or it may be $116 a day, you may find,

in Washington, D.C.
The question is whether the final coverage that the individual has

can take care of that and, therefore, he may need supplemental insur-

ance. And that's one point, the importance of supplementary insur-

ance as fa r as the people of this country are concerned.
And, second, whether the people who provide that type of service

are really providing the service that is advertised, that the people all

believe that they are buying additional coverage.
In answer to many questions, you have related your side of the story

as far as the advertisement seems to be much clearer than the content
that appears to be in the policy itself. Well, maybe more people read
the advertisement than read the policy, but I think the point the chair-

man made is one that maybe you Avant to consider in redrafting your
policies so that it has the same clarity that the advertising does.

LTsually, it's the other way around. The advertising is one way and
you think you are getting something and you don't look at the policy
at all, and then you find out you are not covered. And I think that is

of concern to any congressional committee and I am sure it is of con-
cern to any company, if it is brought to their attention, because what
you make this year you may lose the next 10 years if the public feels

that you are not g:iving them what you are bargaining to give them.
Mr. Slater. We will be very happy—and I think it is a fair criti-

cism and we should review the particular policy forms to make sure
the wording is as explicit and clear as we can possibly make it.

You mentioned Philadelphia with $192. The fact is that the aver-

age policyholder lives in a town that has 10,000, 25,000 population
so that it is something that people in the relatively small towns are in-

terested in as well as in the big cities.

And the facts are that there are no coverages that just say they
will take care of everything.
Mr. Chumbris. That's right. We realize that. Even medicare itself

pays—the Government itself realizes that they are not going to pay
100 percent of the claim and they pay 90 percent. On 90 percent, let us

say, some of the testimony comes up they might end up by only pay-
ing 81 percent of the total cost of that particular expense that the par-

ticular patient has had.
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Mr. Slater. We have tried to take care of that difference between
the 81 and the 100 percent.

Mr. Chumbris. Now, the main point that I think the subcommittee
is interested in is to make sure that your company and otheT com-
panies, that do the same type of business that you do, will make sure
that when a person is paying his premiums and he has this bill pre-
sented to him, he will get enough out of it to make up as much of
the remaining difference as possible.

Mr. Slater. This is what we believe that we are doing and, hope-
fully, we will make improvements as we go along. As you know, in

the health care business, in 1970, there was some 25 million—25 bil-

lion—that was uncovered by either government or insurance, and it

is in this area that we are trying to work.
Mr. Chumbris. Sometimes it is unfair to a company like yours,

which here before us, and everything is made public and you are

doing something that is serving a purpose and perhaps some because
of some inconsistencies, that are really trade practices you are given
adverse reaction because of the testimony.

Whereas, people are really not careful in examining not only the

advertising but the policy that they are buying,
Mr. Slater. That is right.

Mr. Chumbris. And that is a job for the insurance commissioners
of each State to examine, as they all are, these different companies that

come into their State to sell insurance.

Mr. Slater. We did file, at the end of our long report, a compari-
son. Comparative figures of our premiums and benefits with 10 other

companies.
Mr. Chumbris. Yes, I noticed that in your statement.

Mr. Slater. We are the largest in this particular field and we be-

lieve we are giving more benefits for lower premiums than anyone
else.

Mr. Chumbris. That is all I have, Mr. Chairman.
Mr. Kern. I have one question relating to the advertising brochure

which we have been looking at earlier, Mr, Linkletter's endorsement.

On page 4 of this, you state that you plan to pay up to $400 a month
cash for a registered nurse at home.

How comforting it is to know that after your stay in the hospital, if you have
been there 5 days or more, for which you received benefits, you can return home
to recoup and get—yet not be a burden to your loved ones.

And it goes on giving details. "If your doctor has you employ a

full-time resident nurse, after you come home, it will pay you benefits

up to $400 a month, while you are continuously confined at home. And
your benefits continue for the same number of days covered during the

hospital, even up to 12 full months.
Doesn't this suggest to you, or wouldn't it mean that it might sug-

gest to the person who reads this brochure that the $400 a month would
take care of the expense of a registered nurse ? When you say that you
can return home to recouperate and yet not be a burden to your loved

ones?
Mr. Slater. Well, I suppose you can take that kind of an interpreta-

tion out of it. The thought that was intended to get across was that by
supplying $400 a month you are going a long way to help pay this
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cost, and the family can take care of some of it. But here is an addi-
tional sum of money to take ca-re of that particular thing.

I might say, for your information, that we have just changed our
policy so that we will take an LPX as well as a registered nurse.

Mr. Kerx. Would this be a little clearer, perhaps, if you phrased this
in terms of $400 a month, not for a registered nurse at home, but to

supplement the expense of a registered nurse.

I notice some of these other statements here you make a good deal
clearer that this is a supplemental benefit. That is essentially goes on
top of your maternity benefits and so forth.

But in the case of this registered nurse, I think the indication is

p)erhaps a little stronger than perhaps you intended it.

Mr. Slater. I don't want to sound the least bit facetious, but we
have 51 jurisdictions already telling us how to write this particular
clause and we are trying to get the best one, the one that is the most
explicit, and we will take the one that you have given us and add it to
it and come out, hopefully, with the best one there is.

We are changing our advertising copy and hopefully making it

much more explicit and these things evolve with the years. They are
a lot better today than they were a year ago, and next year I hope that
the advertising copy is going to be better.

I do want to point out to you that in most states, his advertising copy
is approved by the insurance department before it ever gets to tlie

newspapers. And we have that ad checked, which you do not have in
other kinds of insurance.
The agent goes out and, hopefully, he does not go off the beaten path

in what he is supposed to say, but the only communication we have
with the policyholders is that piece in the newspapers and it is ap-
proved by the insurance department before it ever gets to the
newspapers.
Mr. Kern. I think that we are all just trying to insure that the pur-

chaser of the insurance gets a clear picture.
Mr. Slater. We have that same desire.

Mr. Kern. Thank you.
Senator Hart. You told us that you do not understand your own

automobile insurance coverage. Why is that ?

Mr. Slater. Well, have you ever read an automobile insurance
policy ?

Senator Hart. Aren't they approved by a State insurance depart-
ments ?

Mr. Slater. That is correct, but I still

Senator Hart. So the appropriate insurance department does not
inform you, and you are an actuary, how, in God's name, is Joe what's-
his-name going to find out ?

Mr. Slater. We are not selling automobile insurance policies.

Senator Hart. Do you think that is really responsive to the
problem ?

Mr. Slater. I think you will find this. Senator, that in insurance
l^olicies, which have strong requirements to put in the precise words
that the courts have determined are allowed, and if you try to deviate
from those words, you run into problems.
Wljen you come up with a claim, you establish whole new laws, as

far as policies and interpretation of certain words is concerned, and
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the result is that you are confined to a certain set of words because of
the common laAV and other things that we have in present cases and
other things that you cannot deviate from.
But I know that homeowner policies and automobile policies I think

they are the two that are much more difficult to understand and I think
that the basic reason for it is that the courts have established that these

words mean these things and the companies have to put those words in

their policies.

Senator Hart. Well, that would follow that the kind of insurance
you write is subject to no restraint and that you would have complete
elbow room to make very explicit and understandable what you are

offering.

Mr. Slater. To a degree, sir. I do not know that we have as much
freedom as we would like.

Senator Hart. Well, as my question indicated, I was struck by the
fact—and I am not suggesting that you are other than absolutely

truthful—that you said you did not understand what your automobile
insurance covers. It occurred to me that if someone is familiar with the

area of insurance as you, found himself in that position, that it would
underscore and dramatize the higher responsibility that every insur-

ance company has to make clear its offer.

You know that you are writing for an audience that numbers many
more nonactuaries than actuaries, nonlawyers than lawyers. A couple

of lawyers have read your 2-year clause and we both admitted we did

not understand what that means.
And you do not understand your automobile insurance policy. Small

wonder that there may be a great many people who hope to God that

they have got some coverage, but if their life depended on it—whether
it is auto, house, or life—they could not tell you what it was.

Mr. Slait.r. I think, sir, that the majority of American people do
not understand their insurance policies. This may be that we have
never taken the time to really look at them.
You buy an automobile insurance policy ;

you talk to the agent and
whoever you do business with; and you take his explanation to you
of what is in that policy when you get it.

I think this is generally true. And I think legal documents, whether
they are deeds or wills or anything else, are such that they are rather

difficult to understand.
Senator Hart. Would you find life more bearable if you had only

one insurance department to deal with than the 51 you mentioned

periodically ?

Mr. Slater. In some respects, yes, sir. In other respects, no. Now, if

you want the "no" part of it, if you have 51 States, you have to have

51 people disagree with you to put you out of business ; but if you have

one, and only one man can put you out of business in the whole

country. So there are some disadvantages to Federal regulations.

But I think in the main, the answer is "Yes." We would rather have

the one than the 51.

Mr. Chumbris. I think you pleased the Senator with that last

answer.
Senator Hart. What was the rationale which persuaded you to pur-

chase particular automobile insurance that you now have ?

Mr. SiATER. You are talking about me, me personally ?
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Senator Hart. I am talking about that policy you do not quite
understand. Why did you buy it ?

Mr. Slater. If we are going to be real precise, I do not have an
automobile. It is my wife's that I was talking about. The car I drive
happens to be a rented one.

But the answer is that the particular automobile insurance company
tliat we bought tlie insurance with, we have been doing business with
that company for the last 25 years and we have always gotten good
service, and we have dealt with them.
When something happens, we call the agent. The agent tells us

Avhether it is covered or it is not covered.

Senator Hart. That describes, I suppose, most of us. Satisfactory
business for 25 years, but we do not quite know what the coverage was
for 25 years, and that is a heck of a note, really. We should not joke

about it, it is

Mr. Slater. I think it is so. And, on the other hand, I think. Senator,

that our advertising copy is much more explicit than the policy, and
that is made part of the policy.

Senator Hart. Thank you very much.
Mr. Chumbris. Before I leave the record, I want to say I talked

about the Senator being happy with your statement. There are some
of us on this committee who are unhappy with that statement.

(Documents relating to Mr. Slater's testimony follow. Testimony
resumes on p.— .

)

National Liberty Corporation,
Valley Forge, Pa., July 5, 1972.

Re June 6, 1972 Hearing

Senate Subcommittee on Antitrust and Monopoly,
Senate Annex,
Washington. D.C.

Gentlemen : During the course of our appearance before the Senate Antitrust

and Monopoly Subcommittee on Tuesday, June 6, 1972, the Committee under-
took to hold open the record to receive certain information discussed below.

We herewith submit that information for the record.

1. Pre-Existing Condition Exclusion. During a somewhat extended colloquy
with Senator Hart (N.T. 477-479), we agreed to furnish to the Subcommittee
representative samples of explanatory statements in advertising copy and ful-

fillment material which describe in terms understandable to holders of our NH 10
Hospital Indemnity policies the pre-existing condition exclusion provision found
in that policy.

The fulfillment materials are furnished to all purchasers of NH 10 policies

during the period w^hen they are entitled to have their premiums refunded if

after review they are not satisfied with their policies. Our fulfillment material
includes the statement (juotetl below which is designed to explain the pre-existing
condition exclusion provision in the NH 10 policy in terms understandable to

the average policyholder.
"What is not covered by this policy? The only conditions not covered are . . .

any sickness or injury you had before the Policy Effective Date (during the first

two years only)."
Included in the application form to be signed by NH 10 policyholders is the

following statement which has been designed recently to explain the pre-existing
condition exclusion in terms understandable to the average policyholders.

"I hereby enroll in the National Home Health Plan and am enclosing the first

month's premium to cover myself and any other person (s) listed above. I under-
stand that this Policy will become effective when issued, pre-existing conditions
will be covered after two years and new conditions will be covered immediately."
An example of current advertising copy which is similarly designed to make

clear to prospective policyholders the meaning of the pre-existing condition ex-
clusion provision is as follows :
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"These are the only exclusions. Your National Home policy covers every kind

of sickness or accident except conditions caused by :

1. Any sickness or injury which existed before the policy went into effect (all

pre-existing conditions are covered after policy has been in force for two

years)." „ ,.,, ,

We will continue our efforts to improve our advertising copy, fulhllment ma-

terial and policy forms so that no prospective policyholder will have any doubts

with respect to the effect of the pre-existing conditions exclusion provisions in

our policies.

2. Lapse Rates. At pages 502 and 503 of the notes of testimony there is re-

produced colloquy between me and Mr. Sharp relating to discrepancies between

lapse data filed with the S.E.C. and that filed with the State Insurance Depart-

ments. The explanations of these discrepancies is described in the enclosed

memorandum dated June 22, 1972, marked for identification purposes as Exhibit

"A", and already furnished to the S.E.C. at its request.

3. Profit Margins. At pages 503 through 506 of the notes of testimony there

is reproduced colloquy between me and Mr. Sharp relating to the apparently

high profit margins projected in a schedule filed with the S.E.C. As shown in

our annual reports filed for calendar years 1970 and 1971 (already made a part

of the record) the National Liberty Group's operating profit in respect of its

insurance operations represented approximately 16% and 18% of its premium
income in each of those years, respectively. As discussed below, then, the sched-

ule referred to by Mr. Sharp as showing projections of profits as a percentage

of premiums filed with the S.E.C, are totally out of line with what in fact has

happened and will happen.
The schedule referred to was an attachment to a letter dated July 27, 1971

from Norman E. Hill, an actuary with Peat, Marwick and Mitchell Company.
This schedule was prepared by Mr. Hill in response to a specific question raised

by the S.E.C. as to what tests had been made to assure the recoverability of

deferred policy acquisition costs incurred by the National Liberty Group in

marketing its mass merchandised accident and health policies. The test was
made for the sole purpose of determining whether, using the most conservative

financial and actuarial assumptions, the recoverability of acquisition costs would

be assured. The schedule was not intended to project a profit margin for the NH
10 policy, and in fact, does not do so as stated above. The figures from the sched-

ule cited by Mr. Sharp (pages 503 and 504 in notes of testimony) as margins

of profit as a percent of premium for NH 10 policies range from 34.7% to 46.4%.

In determining the percentages referred to above, several factors necessary to

develop profit projections were ignored. The most obvious of these factors were

:

a. The schedule assumed acquisition costs of 50% for the fir.st policy year

and 20% for each policy year thereafter. These acquisition costs were assumed

for the purpose of showing the margin to the issuing insurance company (with-

our regard to other acquisition costs borne by members of the group other than

the insurance company). In fact, the acquisition costs for the business borne

by all members of the group were higher than the 50-20 rates assumed, and on

that same schedule there were shown acquisition costs more closely related

to those actually incurred. The "profit margins" scheduled on the basis of these

latter assumptions were lower than those quoted by Mr. Sharp.

b. The "profit margins" shown on the schedule were before expenses for main-

taining the business including billing, collecting, and processing of premium,

claims and general administration costs, income taxes and premium taxes.

c. The schedule was prepared on the basis of persistency assumptions which

have subsequently proved to be somewhat too high on the basis of lapse data

which became available to the Company after the schedule was prepared.

Summary. We are proud of the fact that the National Liberty Group is able

to earn a "profit in its accident and health insurance operations. We are of the

view that this profit is made possible by the facts that we offer to the public

at fair prices products which are needed, and that we have been able to effect

substantial economies and efliciencies in our operations. Our profits are not

earned at the expense of our policyholders as demonstrated by the fact that our

policies give better coverage at lower cost than do the policies of our competi-

tors. See the comparative rates and benefits study made a part of the record

and referred to at pages 18 and 19 of our written submission to the Subcom-

mittee. Further, our profits can not be characterized as exhorbitant in view

of the facts that they represent a return for performing two functions (mar-

keting and underwriting), and that the business is relatively new which justifies

a relatively higher return because of the increased ri.sks involved.
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4. Advertising. On pages 510 through 514 of the notes of testimony is repro-
duced colloquy between Mr. Sharp and me relating to the regulation by the State
Insurance Departments of the advertising practices of the National Liberty
Group. We xmdertook to submit for the record a memorandum showing our
current regulatory status with the State Insurance Departments. We attach
the said memorandum marked as Exhibit "B" for identification.

Respectfully submitted.
National Libekty Corporation,
Robert E. Slater, Chairman.

Exhibit A

National Liberty Corporation

Use of Persistency Data for Financial Reporting and Premium Rate-Making

This memorandum has been prepared by National Liberty Corporation
("NLC") at the request of Mr. Barry Thorpe, a member of the staff of the
Securities and Exchange Commission. Mr. Thorpe has asked whether there is

any difference between the persistency data used by NLC for financial reporting
purposes and for premium rate-making purposes and the reasons for any such
difference.

definition of persistency

As used in this memoranduc, "persistency" refers to the actuarially calculated
likelihood that insurance policies in force at the beginning of a policy year will
continue in force through the end of that year. The number representing the
expected percentage of policies that will continue in force is called the "persist-

ency rate."' This rate is referred to in the Company's filings with state regulatory
authorities. The "lapse rate", referred to in the Company's Prospectus dated
August 26, 1971 (hereafter referred to as the "Prospectus"), is the counterpart
of the persistency rate. Stating the rate in terms of "lapse" rather than "per-
sistency" may tend to have a somewhat more cautionary impact on investors
and was thus deemed appropriate for use in the Prospectus.

USE of persistency rates

1. Premium Rates. Persistency rates are one factor considered in setting
premiums to be charged for policies. Among other factors relevant to the deter-
mination of premium rates are claim costs, general overhead expenses, premium
taxes, acquisition costs and contingencies. Assumptions with respect to these
factors (in addition to persistency assumptions) are considered by State regula-
tory authorities in the course of their review of rate filings.

If, for example, a policy is expected to persist in force for a relatively short
period of time, it would ordinarily be appropriate to charge a higher premium
because the cost of obtaining policies (the acquisition cost) is relatively constant
and is higher than the cost of maintaining the policies, and this acquisition
cost would have to be recovered over a shorter period of time through relatively
higher premiums. In state rate filings persistency rates are calculated for various
age bands since premium rates vary for each age group. A composite or weighted
average persistency rate, encompassing all age bands, is used for financial re-

porting. In this memorandum, age band 50-54 is used since, as stated on page
14 of the Prospectus, at December 31, 1970, the average age of a person when he
purchased National Liberty Corporation's accident and health insurance was 52,

and therefore this is thought to be the most typical age band. A copy of the
form of state filing made by National Liberty Corporation since 1969 for direct
response, broad market accident and health insurance policies (NH 10) is at-

tached to this memorandum as Exhibit A.

calculation of persistency rates

Persistency rates are essentially projections of events that have not yet oc-
curred—the renewal or lapsation of insurance policies by policyholders. In that
sense, they are similar to other kinds of rates used for financial reporting and
other purposes that are essentially predictions—for example, depreciation rates
that assume the useful life of certain assets. While all persistency rates for in-

surance companies involve projections, the assumptions underlying those projec-
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tions may vary from company to company. The particular company's past
experience is of course an important guide to its projected persistency rates.

But experience is not tlie only guide, especially when, as in NLC's case, the
experience may be relatively limited or may be changing as a result of the intro-

duction of new types of insurance and changes in marketing methods. Accordingly,
a company's actual experience must be supplemented by the use of standard
actuarial techniques in establishing persistency rates. NLC has been assisted by
its independent auditors, Lybrand, Ross Bros. & Montgomery and Peat, Marwick,
Mitchell & Co., and their actuarial divisions in the development of its persist-

ency rates for financial reporting.

1. Comparison of Persistency Rates. The table below shows NLC's persistency
rate assumptions used in (1) financial statements for the year ended Decem-
ber 31, 1970 (included in the Prospectus), (2) financial statements for the year
ended December 31, 1971 (included in NLC's Form 10-K and in its Annual
Report to Shareholders for that period) and (3) state rate filings for NLC's
NH 10 (direct response, broad market) hospital indemnity policy since 1969.
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income is also relatively small. After the twentieth year, all remaining acquisi-
tion costs are written off.

3. State filings. As the table above shows, tliere are some differences between
persistency rates used for financial reporting and those used for state filings.

However, these data are not comparable, and, in fact, it would be coincidence
only if the persistency assumptions used were the same for both purposes.
Financial reporting projects expected earnings in respect of a book of business
already in existence when the projections are made. Rate filings, however, are
made for business which will be written in the future. To the extent that past
and future business have different characteristics (different types of markets,
different age mixes, etc.,) which would likely affect persistency, there are dif-

ferences in persistency assumptions as would be expected.
For financial reporting a composite set of persistency data for all age bands

is used, whereas for state rate filings separate sets of data for each age band
are used. As noted previously, we have used age band 50-54 in the table for
comparative purposes since the average age of a new policyholder (as of Decem-
ber 31, 1970) was 52.

The major portion of all policies sold since 1968 has been to the "broad
market" whereas prior to that time virtually all were to the "abstainer market".
Our experience has shown that policies sold to the abstainer market have a
higher persistency rate than do those sold to the broad market. Therefore, the
persistency assumptions used in rate filings (all broad market) are lower than
are those used for financial reporting purposes. This is because the book of
business generating the income stream projected for financial reporting pur-
poses includes a composite of all types of policies at various age bands and
includes not only broad market policies but also abstainer policies with higher
per.-istency rates, whereas the books of business on which the rate filings are
based are comprised solely of broad market policies with lower persistency
assumptions at specific age bands.

Furthermore, the persistency assumptions used in rate filings cannot effectively

be "updated". The insurance in question is guaranteed renewable, and there
can be no assurance that state authorities would allow higher premiums in the
future to offset lower persistency experience. In that regard, NLC has not ma-
terially altered its persistency assumptions for state rate filings since 1969,

although the assumptions for financial reporting were changed at year-end 1971.

The more substantial differences between the rates used for state filings and
those used for financial reporting occur in later policy years where, as noted
earlier, the number of policies to which the rates are applied is relatively small

and the effect on income is therefore also relatively small.

CONCLUSIOX

A review of persistency rates used for financial reporting and state filings

indicates that

:

1. The standard actuarial rates produced by the Linton B table would have
been unduly favorable and were therefore appropriately adjusted for the 1970
financials on the basis of NLC's actual experience for five years.

2. When additional information about NLC's actual experience for 12 years,

including experience for 1971, became available, persistency rates were appro-
priately adjusted to reflect the new data in the 1971 financials. However, the
effect of the adjustment was relatively small because it related primarily to

the later policy years.

3. While some differences exist between persistency rates used for financial

reporting and for state filings, the two sets of rates are not comparable for the

reasons discussed above. Also, (a) these differences occur primarily with respect

to later policy years when the number of policies to which the rates apply is

relatively small and the impact on XLC earnings is therefore also relatively

small, and (b) the state filings relate solely to specific broad market policies,

with somewhat lower persistency assumptions.
4. As the Company continues to accumulate experience, including additional

experience with broad market insurance, the Company will continue to compare
its iwrsistency assumptions with its actual experience, and it will modify the
persistency assumptions if necessary. This is precisely what the Company under-
took to do on page 7 of the Prospectus.

June 22, 1972.
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Exhibit B

Regulatory Status of National Home Life Assurance Company

July 5, 1972.

There follows a brief description of regulatory questions pending with state

Insurance Departments at June 2, 1972, primarily concerning advertising, and
the current status of those regulatory matters.

California. Since June 2, 1972, T.V. advertising, a free fall insert and a direct

mail kit have been accepted and we have been allowed to resume advertising in

California. Technically, however, a formal proceeding is still pending, and a
hearing is scheduled for July 24th.

Florida. A proceeding relating to advertising is still pending, but negotiations

for its termination are underway, new advertising is being submitted, and we
hope that the matter will be closed without the necessity of a formal hearing.

The hearing has been rescheduled for August 9th.

Indiana. New advertising guidelines were promulgated May 10, 1972. Ads were
developed and submitted based upon these new guidelines, and we expect the
Department to advise us today whether further revisions will be necessary.

Maryland. The Department has requested us to submit all advertising for

prior approval. Ads are being developed for submission.
Michigan. Discontinuance of ads containing Art Linkletter was requested as

of May 20, 1972, and we have discontinued all advertising. Revised ads have
been submitted for review.

Minnesota. A formal proceeding has been terminated by stipulation and re-

vised advertising has been submitted for approval in accordance with its terms.
Nevada. The Company and its advertising was criticized in a letter from the

Commissioner to Arthur Linkletter, a Director, stockholder and marketing con-
sultant to the Company. The Company requested a conference at which it was
learned that the Department's views were such that a complete revision of both
policies and advertising would be required.

The Company hopes to comply and in due course will submit policies and
advertising for approval. In tlie interim, at the request of the Nevada Commis-
sioner, all activities except servicing of existing policies have been terminated.
New Mexico. The Company has been requested to pay a rejected claim and to

submit advertising materials. We anticipate renewal of our license when this has
been done.
North Carolina. Several conferences have been held with the Department

relating to the statutory losses that have resulted In the past from our large
expenditures for the acquisition of new business.
Beginning April 1, 1972 most of the solicitation costs of the Group will be

expended outside the insurance companies, thus eliminating statutory losses.

As the result of this change in marketing procedures, it is estimated that the
$5,000,000 loss for the first quarter will be eliminated and that the Company will

have a statutory gain of approximately $500,000 for the first six months of 1972.

We also contemplate a capital and surplus of a minimum of $5,000,000 as of

June 30, 1972, increasing at the rate of at least $250,000 per quarter over that
amount thereafter.

Ohio. A public hearing on proposed advertising regulations was held June 29,

1972. When the regulations are oflScially adopted ads will be submitted for
approval.
Oklahoma. A proceeding has been terminated by stipulation, and new ads have

been found acceptable.
Pennsylvania. The company is free to advertise so long as it complies with

existing advertising and fair trade regulations. However, since new regulations

have been pending for some months, the Company has chosen to hold up solicita-

tions rather than incur printing costs which might be lost if the advertising did
not comply with the new guidelines.

Texas. Proceedings have been terminated. New advertising has been submitted.

Our major ad. a hospital, free fall, has been found acceptable.

"Vermont. The Department has suggested specific ad copy changes, including

those with respect to the use of Arthur Linkletter. Ads are being developed which
it is believed will conform to these requirements.
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Washington. Questions raised by the Department have been resolved. An ad
submitted to the Department has been accepted.

'A'est Virginia. The Company was originally requested to cease solicitations
in ;; letter relating to resident agent procedures. These were corrected, but the
hoM has continued because of concerns over our previous acquisition-cost-created
starutory losses. The Company believes this situation will be cleared up following
the submission of our six months statement and the Examination Report com-
pleted in di'aft form on June 2, 1972.
Wyoming. A cease and desist was issued primarily because of the inadvertent

use of an ad containing an objectionable endorsement contrary to a representa-
tion made some months before. A fine of $2,000 has been imposed together with
a ninety day suspension until September 1, 1972. The Company has requested that
the proceeding be reopened and the penalties mitigated.

Tlie Company continues to receive from day to day requests to revise specific
ads and notifications that certain ads may not meet the requirements of proposed
or new guidelines. In such cases revised ads are prepared and submitted for
I'eview to be certain they comply with the suggested revisions.
Every effort is always made to comply promptly and completely with such

notifications. In some instances, advertising may be discontinued until we are
certain it complies.

National Libekty Corporation.

90-319—73—pt. lA 15
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NATIONAL HOME LIFE ASSURANCE COMPANY
An Old Line Le^;al Reserve Company of St. Louis, Missouri

ADMINISTRATIVE OFFICE: VALLEY FORGE. PENNSYLVANIA

Extra CashJ-lospitalization

Jndemnity Plan

In tKis Policy, the Insured will be referred to as "you " "your", or "yours," and the National Home Life

Assurance Company will be referred to as "we," "our," or "us
"

We will pay benefits to you for loss incurred hereunder resulting from injury or siclcness, to the extent herein

liiTiited and provided.

CONSIDERATION

This Policy is issued to you in consideration of the payment of the first premium stated m the Policy Schedule and with the

qualification tliat, to the best of your knowledge and belief, no Covered Member has been refused any health, hospital, or life

insurance coverage due to reasons of health, h shall take effect on the Effective Date specified in the Pohcy Schedule,

provided the first premium has been paid m advance of the Effective Date. (The postmark on the envelope containing your

payment shall be considered the date of payment.)

RIGHT TO EXAMINE POLICY

If for any reason you are not satisfied with this Poii^, you may surrender it by delivering it or mailing it, within 15 days

from the date you receive it. to us or to any of our authorized agents. Immediately upon such delivery or mailing, this Policy

shall be deemed void from the beginning and any premium you have paid on it will be refunded to you. -. ;

GUARANTEED RENEWABLE FOR YOUR LIFETIiWE SUBJECT TO OUR RIGHT TO CHANGE ;

TABLE OF PREMIUM RATES ; :

'

We guarantee to renew this Policy «; \ca^ as you live, subject to its terms and conditions, and to the timely payment, in .

advance « within the Grace Period, of the renewal premium at our prenuum rale m effect for all pohcics and classes of

policyholders in this scries, HH-10-669.ir. the slate territory or country m which you reside at the time of such renewal, and

we asjee that no adiustment in premium rate shall be irjde on this Policy unless such adjustment is made on ail such policies

or such classes of poiicyhoiders in the siate, ieiriiory or country in which you reside at llie time ol such adjustment. Any
' such adjustment wii! be based or. tiie ages and sex of the Covered Members on the Effective Date of this Policy. ,~ • .

PRE-EXISTING CONDITIONS ' -

After 2 years from the date tliis Policy becomes effective for a Covered Member hospital confmemeat commencing thereafter

while this Policy is in force for such Covered Member and as a result of any condition for which such Covered Member was

medically treated o: advised prior to the Effective Date, shall be covered hereunder. (See Uniform Provision entitled "Time

Limit On Certain Defenses.") •
.. . -.. . .

' i..

BENEFIT PROVISIONS . . • '.

MONTHLY HOSPITAL BENEFIT: When injury o: sickness necessitates hospital confinement of a Covered Member as a

Resident Patient at the direction and under the care of a physician, conirnencing while this Policy is in force for such Covered ,

Member, we will nay for the period of such confmement, iieginning with the first day of any such continuous confinement as a

result of injury and beginning with the day of such continuous confinement as shown in the Policy Schedule as a result of

sickness, an amount per monli equal to the .Monthly indtnanily shown in the Policy Schedule, subject to the tbilowing; .

a) If such member is under age 65 (but not an unmarried dependent cliild) at tlie time hospital confinement commences, we

will pay the Monthly Indemnity shown in the Pohcy Schedule.

b) If such member is age 65 or over at the time hospital confinement commences, we will pay 50% of the .Monthly

Indemnity shown in the Policy Schedule during the first 3 months of such covered confinement If such confinement

continues for more than 3 months, the full Monthly Indemnity shown in the PoUcy Schedule will be paid during such

continuous confinement beginning with the 4tli month.

c) If such member is an unmarried dependent child, between the ages of 1 month and 19 years, we will pay 60% of the

Monthly indemnity shown in the Policy Schedule for the covered period of confinement. . \ .;

These benefits are subject to the provision entitled "Recurrent Conditions" set forth below. For periods of hospital confm^.-

ment of less than one full month a proportionate payment will be made.
. ,

".' .!. -j
'

MATERNITY BENEFIT; If the Maternity Benefit is provided as specified in the Policy Schedule, or by endorsement, and by

reason of pregnancy, childbirth, or inisrartiage, the Covered Wife is confined to a hospital, we will pay you aj the rate of the

Monthly Indemnity shown in the Pohcy Schedule, beginning with the first day and continuing for the period of such

confinement subject to tl'.e requirements that botlr Husband and Wife ate insured under this Policy at the lime hospital

ti?:i2j;isyr.otjSi?j;i^ist)?i^^^
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connnemcnt commences iinJ during ihc entire period of pregnancy. However, coverage for the Covered Husband shall be

required only at the time of conception in the event of his death or entry into the Armed Services.

NEWBORN CHILDREN: If this Policy provides coverage for unmarried dependent children between the ages of 1 month and

19 years as specified in the Pohcy Schedule, a child bom to you and your spouse while this Policy is in force will

automatically become a Covered Member at the age of 1 month. No additional prermum charge will be made.

DISMEMBERIVIENT BENEFIT: When accidental bodily injury to a Coveied Member results, within 90 days from the date of

the accident causing such injury, in any of the losses specified below, we will pay you the sum set opposite the specific loss.

In the event of more than cue loss only one sum wdl be paid, the larger. Payment made under this provision shall be in

addition to any other beneiils payable under this Policy.

For injury resulting in joss of:

Both hands or both feel or the sight of both eyes $2,000.00

One hand and one foot ; $2,000 00 •

One hand or one foot and sight of one eye ..$2,000.00

One hand or one foot or sight of one eye $1,000.00

Loss of hand or foot means severance at or above tlie wrist or anidc joint.

Loss of sight must be entire and irrecoverable.

SIMULTANEOUS CONFINEMENT BENEFIT: If Husband and Wife are simultaneously confined in a hospital because of

injury, and wliile both are covered under this policy, the apphcable Monthly Indemnity for hospital confinement for each will

be doubled during the actual period of lime that both are sunuitaneously confined.

REGISTERED NURSE AT HOME BENEFIT: When by reason of injury or sickness a Covered Member is co^inuously

confined ai home immirdiately following a period of hospital confinement of 5 consecutive days or more and for which

benefits were paid under tiic Monthly Hospital Benefit provision, and the services of a registered nurse are employed under

the direction of the alteiiding physician and expenses for employment of such nurse are actually incurred by you, we will pay

at the rate of S400 per mjnth for a period not to exceed the period of preceding hospital confinement and, in no event, to

exceed 12 months for ai'iy one injury or siclLness subject to the following hmitations:

a) Sjch nurse must be employed within 5 days following the immediately preceding period of hospital confinement.

b) Such nurse shall perform not less than one full shift on any day or days such nursing care is required.

c) No benefit shall be paid for nursing services rendered more than 14 months after the immediately preceding period of

covered hospital confinement.

For periods of covered Registered Nuise At Home expenses of less than one full month, a proportionate payment will be

made.

WAIVER OF PREMIUM PROVISION

After you have been confined in the hospital for S consecutive weeks while this Policy is in force and wliile benefits are

payable under this Policy for such confinement, we will waive all premiums which become due on this Policy during the

further period of such confinement and tlus Policy will remain in full force during the period for which premiums are waived, -

subject to all us conditions, e.tcept as to payment of premiums by you. After termination of such hospital confinement for

which the premiums are waived, this Policy sliali continue in force until the next premium due date at v^hich time you shall

have the right to resume payment of premiums as provided in this Policy. This provision shall apply only if you (the Insured)

are so confmed.

TERMINATION
A covered dependent child shall cease to be covered upon his marriage, cessation of his dependency on you, or on Ids 19th

birthday; (subject, however, to the Conversion Privilege provision), excep; that liis coverage under this Policy shall not

terminate at age 19 if he is incapable of self support due to mental retardation or physical handicap and is dependent upon

you for support and maintenance, providing you fiiinisii satisfactory proof of iiis incapacity to us witmn 31 days of his 1 9th

birthday and you continue to pay the required premium. Beginning with such child's 19th birthday the Monthly Indemnity

Benefit payable for confinement will increase to the full amount listed in the Policy Schedule and the premium required wdl

be that amount applicable to liis attained age. Such child shall continue to be eligible for as long as such incapacity continues.

If we accept a premium on account of any covered dependent child which wpuld continue coverage beyond the date of

termination described above, coverage for such dependent child shall be extended for the period to which such premium
apphes.

CONVERSION PRIVILEGE

We will issue to any Covered Member who attains tlie age of 19, is married prior thereto or who ceases to be dependent on
you wliile this Policy is in force, if he so elects by written notice to us mailed within 3 1 days after he has ceased to be eligible

as a Covered Member under this PoUcy, an individual pohcy providing the benefits then being issued by us which are most
neariy sirrular to but not greater than those provided under this Policy and at the prerruum rate for his attained age upon
conversion. No evidence of insurabibty will be required for such pobcy. and the tffeciive Date, tor the purpose of inter-

preting the provision entitled "Time Liirjt on Cerlam Defenses," will be the date such Covered Member was originally insured

under this Policy. No benefits v\i!l be payable under such policy, however, for any injury or sickness for which benefits were

payable under this Policy.

DEFINITIONS

"Covered Member" means you or any family member na-med m the PcUcy Schedule or in a subsequent amendmeni thereto;

provided, however, that only you. your spouse, and unmanied dependent children between the ages of I month and 19 years

and any other adults dependent on you are eligible to be Covered Members. Covered Members may either be included at the

time of original issue or may be .tdded at a later time while this Policy is in force upon submission of proper application.

"Sickness" means sickness or disease which is first manifested after the Effective Date of this Policy and while tliis Policy is in

force.

"Injury" means accidental bodily injury sustained, directly and independently of all other causes, on or after the Effective

Date of this Policy and while tins Pohcy is in force.

"Physician" means a duly hcensed physician or duly hcensed practitioner who is practicing within the scope of his license and

who is not immediately related to you.

"Nurse" means a graduate. Registered Nurse, (R.N). who is not immediately related to you.

a

i
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"Hospita]" means an institution whose principal purpose is providing medical care and treatment for injured and sick persons.

on a resident patient basis; and which maintains facilities for medical diagnosis and treatment of such persons by or under

supervision of a staff of physicians; and which provides 24 hour a day nursing service by and under the supervision of

registered nurses; and wliich provides facilities for major surgery; and which is not, other than incidentally, a place of rest a

place for the aged, a place for drug addicts, a place for alcoholics, a mental mstitution, a tuberculosis sanatorium and/or

hospital, or a nursing, convalescent, rehabilitation or extended care facility. Hospital shall not mean any facility ovi'ned or

operated by the United Slates government or any of its agencies which does not require payment for its services.
' '

'

'Resident Patient" means one who is confined to a Hospital and for whom a charge is made by the Hospital for each day so

confined. This does not include one whose confinement is not necessary for medical treatment or who is occupying any form

of rest, nursing, convalescent, rehabilitation or extended care facility.

"Continuously Confined At Home" means necessary and continuous confinement at home, under the care of a physician,

whjch shall not be terminated by reason of necessary visits to the doctor's office or hospital and/or sitting in the sunshine

upon the recommendation of your doctor.

RECURRENT CONDITIONS
After benefits have become payable under this Policy for any condition, if subsequent expenses are incurred for the same or a

related condition or conditions, such expenses shall be regarded as mcurred for the same injury or sickness unless separated

by a contmuous period of 90 days during which time the person incurring such expense has resumed full normal activities,

in which case the subsequent expenses will be considered to result from a new injury or sickness, subject to the limitations

and conditions of this Policy.

EXCLUSIONS
We will not pay benefits for any loss caused by or contributed to by. (1) War or any act or war; (2) Pregnancy, except if

provided under the Maternity Benefit provision; (3) Any mental disease or disorder.

UNIFORM PROVISIONS
ENTIRE CONTRACT; CHANGES: This Pobcy. together with any endorsements and papers, constitute the entire contract of

insurance- No change in this Policy shall be valid until approved by one of our executive officers and unless such approval be

endorsed hereon or attached hereto. None of our agents has authority to change this Policy or to waive any of its provisions.

TIME LIMIT ON CERTAIN DEFENSES: (a) After 2 years from the Effective Date of this Policy no statements except

fraudulent misstatements, made by you in the apphcation for this Pobcy shall be used to void this Pohcy or to deny a claim

for loss incurred commencing after the expiration of such 2 year period, (b) No claim for loss incurred commencing after 2

\ears from the Effective Date of ihjs PoUcy shall be reduced or denied on the grounds tiiat a disease or physical condition not

excluded from coverage by name or specific description had existed prior to the Effective Date of this Policy.

GRACE PERIOD: A grace period of 31 days will be granted for the payment of each premium falling due after the first

premium, duiing which grace period this Policy shall continue in force.

REINSTATEMENT OF POLICY: If this Policy has lapsed, a subsequent acceptance of a premium by us or by any agent duly

authorized by us to accept such premium, without requiring an appUcation for reinstatement, shall reinstate this Policy,

provided, however, that if we or our agent requires an application for reinstatement and issues a conditional receipt for the

premium tendered, this Policy will be reinstated upon approval of such application by us or. lacking such approval, upon the

45th day following the date of such apphcation unless we have previously notified you in writing of our disapproval. This

reinstated Policy shall cover only less resulting from accidental injury as may be sustained after the date of reinstatement and

loss due to Sickness as may begin more than 10 days after such dale. In all other respects you and we shall have the same

rights as each had under this Policy immediately before the due date of the defaulted piemium, subject to any restrictions

which are attached in connection with the reinstatement.

NOTICE OF CLAIMS: Written notice of claim must be given to us within 20 days after the occurrence or commencement of

any loss covered by this Policy or as soon thereafter as is reasonably possible. Notice given by you or on your behalf to us, or

to any of our authorized agents, with information sufficient to indentify you. shall be deemed notice to us

CLAIM FORMS: Upon receipt of a notice of claim we will furnish you such forms as are usually furnished by us for filing

proofs of loss. If we do not furnish such Tornis within 1 5 days after the giving of such notice you shall be deemed to have

complied wuh the requirements of this Pohcy as to proof of loss upon submitting, within the time fixed in this Policy for

I"ihne proots of loss, written proof covering the occurrence, character and extent of loss.

PROOF OF LOSS: Written proof of loss must be furnished to us or to any of our authorized agents in case of claim for loss

for which this Policy provides any periodic payment contingent upon continuing loss within 90 days after the termination of

the period for which we are liable and in case of claim for any other loss within 90 days after the date of such loss, Your

I'adure to furnish sucli proof within the time required shall not invalidate or reduce any claim if it was not reasonably possible

for you to give proof within such lime, provided such proof is furnished as soon as reasonably possible and in no event

except in the absence of legal capacity, later than one year from the time proof is otherwise required.

TIME OF PAYMENT OF CLAIMS: All benefits payable under tliis Pohcy for any loss other than loss for which this Policy

provides any periodic payment, will be paid immediately upon receipt of due written proof of such loss. Subject to due

written proof of loss, all accrued benefits for loss for winch this Policy provides periodic payment will be paid monthly, and

any balance remaining unpaid upon the termination of liability will be paid immediately upon receipt of due written proof.

PAYMENT OF CLAIMS: All benefits will be payable to you dunngyour lifetime. Any accrued benefits unpaid at your deatli

will be pjid to your beneficiary, or in tiie absence of a named beneficiary . to your estate except that, at our option, we may
nay :;ny such accrued benefits, up tu an amount not exceeding S: .000, to any relative by blood or connection by marriage of

yours who is deemed by us to be equitably entitled thereto. Any payment made by us in good faith pursuant to this provision

shall fully discharge us to the extent of such payment.

PHYSICAL EXAMINATIONS: At our own expense we shall have the right and opportunity to examine any Covered Member
when jnd as often as we may reasonably require dunng the pendency of a claim hereunder and to make an autopsy in case of

death where it is not forbidden by law.

LEGAL ACTIONS: No action at law or in equity shall be brougbl to recover on this Policy prior to the expiration of 60 days

after written proof of loss has been furnished in accordance with the requirements of this Policy or after the expiration of 3

vears after the time written proof of loss is required to be furnished.
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ADDITIONAL PROVISIONS

CONFORMITY WITH STATE STATUTES: Any provision of this Policy, whjch on its Effective Date, is in conflict with the

statutes of the state in which you and other Covered Members reside on such date, is hereby amended to conform to the

minimum requirements of such statutes.

INTOXICANTS AND NARCOTICS: We shall not be liable for loss sustained or contracted in consequence of your being

intoxicated or under the influence of any narcotic unless administered on the advice of a physician.

MISSTATEMENT OF AGE: If the age of any Covered Member has been misstated, all amounts payable under this Policy

shall be such as the premium paid would have purchased at the correct age.

UNPAID PREMIUM: Upon the payment of a claim under this Policy, any premium then due and unpaid or covered by any

note or written order may be deducted therefrom.

PREMIUM PAYMENT: Each renewal premium is due at the expiration of the premium period for which the preceding

premium was paid. Premiums are payable to us or to out duly authorized representative. The payment of any premium shall

not continue this Policy in force beyond the next premium due date, except as otherwise provided herein.

OTHER INSURANCE IN OUR COMPANY: Insurance effective at any one time for a Covered Member under a like Policy or

Policies in this Company is limited to the one such Policy elected by such Covered Member, his beneficiary, or his estate, as

the case may be. We will return all premiums paid for all other such Pohcies.

CLERICAL ERROR: A clerical error by us shall not invalidate insurance otherwise vahdly in force, nor continue insurance

otherwise not validly in force.

IN WITNESS WHEREOF, we have caused this Policy to be signed by our Presidcnl and Secretary.

IT'^U^ uJ^<j^
William C. Keane

Stcretcry

T. Robcrr Wiicox

Presiden I

Countersignature of licensed resident agent if required by your state.

^ Lo
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NATIONAL HOME LIFE ASSURANCE COMPANY
"-' • .. '. An Old Line Legal Reserve Company of St. Louis, Missouri

•••
• ; •:• vi ;> ADMINISTRATIVE OFFICES: VALLEY FORGE. PENNSYLVANIA

• 3;^ospitalization JndenmityPlan

In this Policy. Ihe Ir.sursd will be referred to as "you," "your," or "yours," mi the National Home Life

• Assurance Company will be referred to as "we," "our," or "us."

We will pay benefits to you for lou incurred hereunder resulting from injury or sickness, to the extent herein

limited and provided. • •. •.'

•. '•
;

.'• ' CONSIDERATION '
. " . '.

.

This Policy is issued to you in consideration of the payment of the first premium slated in L=ie Policy Schedule. It shall take

effect on the EffecI^fe Date specified in the Policy Schedule, provided the first premium has been paid in advance of the

Effective Date.

. • • ' . RIGHT TO EXAMINE POLICY

If for any reason yoii are hot satisfied with this Policy, you may surrender it by delivering it or mailing it, within 15 days

from the date you receive it, to us or to any of our authorized agents. Immediately upon such delivery or mailing, this P0I1C7

shall be deemed void from the beginning and any premium you have paid on it will be refunded to you.

GUARANTEED RENEWABLE FOR YOUR LIFETIME SUBJECT TO OUR RIGHT TO CHANGE
TABLE OF PREMIUM RATES

We guarantee to renew this Policy as long as you live, subject to its terms and conditions, and to Ihe timely payment, in

advance or within the Grace Period, ot the renewal premium at our premium rate in effect for al! policies and classes of

policyholders in this series, NH-10-669 Pa., in the state, territory or country in which you reside al Ihe time of such renewal,

and we agree that no adjuslmeni in premium rate shall be made on this Policy unless such adjustment is made on all such

policies or such classes of policyhuldcrs in the stale, territory or country in which you reside at the time of such adjustment.

Any sucli adjustment will be based on the ages and se.x of the Covered Members on the Effective Date of this Policy.

PREEXISTING CONDITIONS

After 2 years from the date this Policy becomes effective for a Covered Member hospital confinement commencing thereafter

while this Policy is in force for such Covered Member and as a result of any condilion for which such Covered Member was

medically treated or advised prior to the Effective Dale, shall be covered hereunder. (Sec Uniform Provision entitled "Time

Limit on Certain Defenses.",)

BENEFIT PROVISIONS

MONTHLY HOSPITAL BENEFIT: When iiijuiy or sickness necessitales hospital confinement of a Covered Member as a

Resident Patient at the direclion and under Ihe care of a physician, commencing while this Policy is m force for such Covered

Member, we will pay for Ihe period of such coiifinemenl. bcginnmg with Ihe first day of any such continuous confinement as

a result of injury and beginning with the day of such continuous confinemeni as shown in ihe Policy Schedule as a result of

sickness, an amount per month equal to the Monthly Indemnity shown in the Policy Schedule, subjec! to the following:

a) If such member is under age 65 (but not an unmarried dependent child) at the time hospital confinement commences, we

will pay Ihe Monthly Indemnity shown in the Policy Schedule.

b) If such member is age 65 or over al the lime hospital confinemeni commences, we will pay 50% of the Monlhly

Indemnity shown in the Policy Schedule during the fust 3 months of such covered confinement. If such confinement

continues for more than 3 monlhs, the full Monlhly Indemnity shown in the Policy Schedule wjll be paid duruig such

continuous confinement beginning with the 4lh inonlh.

c) If such member is an unmariied dependenl child, between the ages of 1 inonlh and 19 years, we will pay 607o of the

Monthly Indemnity shown in ihe Policy Schedule for the covered period of conlinement.

These beiiefils arc subject to the provision entitled "Rccunent Conditions" scl forth below, for periods of hospital confine-

iiicnt ol less than one lull month a proportionate payment will be made.

MATERNITY BENEFIT: If the Maternity Benefit is provided as specified in Ihe Policy Schedule, or by endorsement, and by

rcasim of pregnancy, childbirth, or imscarriage, Ihc Covered Wife is confined to a hospital, we will pay you at Ihe rale of the

Monlhly Indemnity shown in Ihe Policy Schedule, bc-iiimng wilh Ihe first day and continuing for the period of such

confinement subject 10 the requiremenis thai both Husband and Wife arc insured under tins Policy at Ihc lime hospital

coiilincinent commences and during ihe entire period of pregnancy. However, coverage for the Covered Husband shall be

required only al the time of conception in Ihe event of his death or entry into the Armed Services.

NEWBORN CHILDREN: If this Policy provides coverage for unmarried dependent children between Ihe ages of 1 month

and 19 years as specified in the Policy Schedule, a child born 10 you and your spouse while this Policy is in force will

automatically become a Covered Member nl Ihc age of 1 month. No additional premium charge will be made.

'i^^^S^S;^^!:^^!:^^::^^^
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DISMEMBERMENT BENEFIT: When accidental bodily injury lo a Coveted Member results, within 90 days from the date of
the accident causing such injury, in any of the losses specified below, we will pay you the sum set opposite the specific loss.

In the event of more than one loss only one sum will be paid, the larger. Payment made under this provision shall be in

addition to any other benefits payable under this Policy.

For injury resulting in loss of:

Both hands or both feet or the sight of both eyes 52,000.00

One hand and one foot $ 3,000.00

One hand or one foot and sight of one eye S2 ,000.00

One hand or one foot or sight of one eye 51,000.00

Loss of hand or foot means severance at or above the wrist or ankle joint.

Loss of sight must be entire and irrecoverable.

SIMULTANEOUS CONFINEMENT BENEFIT: If Husband and Wife are simultaneously confined in a hospital because of
injury, and while both aic covcied under this policy, the applicable Mont'ily Indemnity for hospital confinement for each will

be doubled during the actual period of time that both arc simultaneously confined.

REGISTERED NURSE AT HOME BENEFIT: When by reason of injury or sickness a Covered Member is continuously

confined at hoine immediately following a period of hospital coiifincmenl of ."> consecutive days or more and for which
benefits were paid under tlie Monthly Hospital Benefit provision, and the services of a registered nurse are employed under
the direction of the attending physician and expenses for employment of such nurse are actually incurred by you, we will pay
at the rate of S400 per month for a period not to exceed the penod of preceding hospital confinement and, in no event, to

exceed 1 2 months lor any one injury or sickness subject to the Ibllowing limitations:

a) Such nurse must be employed within 5 days following the immediately preceding period of hospital confinement.

b) Such nurse shall perform not less than one full shil't on any day or days such nursing care is required.

c) No benefit shall be paid for nursing services rendered more than 14 months after the immediately preceding period of
covered hospital confinement.

For periods of covered Registered Nurse A't Hopic expenses of less than one full month, a proportionate payment will be
made.

WAIVER OF PREMIUM PROVISION

After you have been confined in the hospital for 8 consecutive weeks while this Policy is in force and while benefits are

payable under this Policy for such confinement, we will waive all premiums which become due on this Policy during the

further period of such confinement and this Policy w:ll rcmam m full force during the period for which premiums are waived,

subject to all its conditions, except as to payment of premiums by you. After lennination of such hospital confinement for

which the prenuunis are waived, this Policy shall continue in force until the next premium due date at which time you shall

have the right to resume payment of premiums as provided in this Policy. This provision shall apply only if you (the Insured)

are so confined.

TERMINATION
A covered dependent child shall cease lo be covered upon his mariiage, cessation of his dependency on you, or on his 19th
birthday, (subject, however, to the Conversion Privilege provision), except that his coverage under this Policy shall not

tetnunate at age 1 9 if he is incapable of self suppo.t due to mental retardation or physical handicap and is dependent upon
you for support and maintenance, providing you fiirnish satisfactory proof of his incapacity to us within 31 days of his 19th
birthday and you continue to pay the required premium. Beginning with such child's 19th birthday the .Monthly Indemnity
Benefit payable for confinement will increase to the full amount listed in the Policy Schedule and the premium required will

be that amount applicable to his attained age. Such child shall continue to be eligible for as long as such incapacity continues.

If we accept a premium on account of any covered dependent child which would continue coverage beyond the date of
termination described above, coverage for such .dependent child shall be extended for the period to which such premium
applies.

.

CONVERSION PRIVILEGE
We will issue to any Covered Member who attains the age of 19, is married prior thereto or who ceases to be dependent on
you while this Policy is in force, if he so elects by written notice to us mailed within 31 days after he has ceased to be eligible

as a Covered Member under this Policy, an individual policy providing the benefits then being issued by us which aie most
nearly similar to but net greater than those provided under this Pohcy and at the premium rate for his attained age upon
conversion. No evidence of insurability will be required for such policy, and the F.ffeclive Date, for the purpose of inter-

pretmg the provision entitled •Time Limit on Certain ,'Jefenses," will be the dale such Covered M3mber was originally insured
under this Policy. Any loss incurred resulting from i.njury or sickness while this Policy is in force and for winch benefits are
payable under this Policy shall not be eligible for additional concurrent benefits under the converted policy, nor shall such
loss restrict in any way benefits payable under the converted policy for loss incurred while that policy is in force.

DEFINITIONS

"Covered Member" means you or any family member named in the Policy Schedule or in a subsequent amendment thereto;

provided, however, that only you, your spouse, and unmarried dependent children between the ages of I month and 19 years

and any other adults dependent on you are eligible lo be Covered Members. Covered Members may cither be Included at the

time of original issue or may be added at a later time while this Policy is in force upon subnussicn of proper notification.

"Sicknesa" means sickness or disease which is first manifested after the Effective Date '
'- his Policy and while this Policy is in

force.

"Injury" means accidental bodily injury sustained, directly and independently of all oths' causes, on or after the Effective

Date of this Policy and while this Policy is m force.

"Physician" means a duly licensed physician or duly licensed practitioner who Is practicing within the scope of his license and
who is not immediately related to you.

"Nurse" means a graduate, Registered Nurse, (R.N.), who is not immediately related to you.

"Hospital" means an institution whose principal purpose ;s providing medical care and treatment for injured and sick persons

on a resident patient basis; and which maintains facilities for medical d!ag.nosia and treatment of such persons, by or under
the supervision of a staff of physicians; and which provides 24 hour a day nursing service by and under the supervision of
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registered nurses; and wliich provides facilities for major surgery; and which is not. other than incidentally, a place of re4t, a

place lor the aged, a place for drug addicts, a place for alcoholics, a mental institution, a tuberculosis sanatorium anJ/or

iiospilal. or a nursing, convalescent, rehabilitation or extended care facihty. Hospital shall not mean any facility owned or

operated by the United .Stales government or any of its agencies which does not require payment for its services.- ^

;"
-

^Resident Patient" means one who is confined to a Hospital and for whom a charge is made by the Hospital for each day so

confined. This does not include one whose confinement is not necessary for medical treatment or who is occupying any form

of rest, nursing, conv^ilcsccnl. rehabilitation or extended care facility. ;'.

"Continuously Confined at Honie" means necessary and continuous confinement at home, under tlie care of a physician.

Such confinement shall not be considered terminated by reason of necessary visits to the doctor's office or hospital and/or

sitting in the sunshine upon .the recommendation of your doctor.

RECURRENT CONDITIONS : % r- :.

.\l"ter benefiis have become payable under this Policy t"or aiiv ..ondition. if subsequent expenses are incurred for the same or a

related condition or conditions, such expenses shall be regarded as incurred for the same injury or sickness unless separated

by a continuous period of 90 days during which time the person incurring such expense has resumed full normal activities, iv

which case the subsequent expenses will be considered to result from a new injury or sickness, subject to the lunitations and

conditions of this Policy.

EXCLUSIONS
We will not pay benefits for any loss caused by or contributed to by: (1 ) War oi any act of war; (2) Pregnancy, e.xcep; it' pro-

vided under the Maternity Benefit provision; (3) Any mental disease or disorder.

UNIFORM PROVISIONS

ENTIRE CONTRACT; CHANGES: This Policy together with any endorsements and attached papers, if any. constitute she

entire contract of insurance- No change in this Policy shall be valid until approved by one ol our executive officers a.rid unless

such approval be endorsed hereon or attached hereto. None of our agents has authority to change this Policy or to vaive any

of Its provisions.

TIME LIMIT ON CERTAIN DEFENSES: No claim foi loss incurred or disability commencing alter ; years from :bc

tffcctivc Date of tlus Policy shall be reduced or denied on the grounds that a disease or physical condition not excluded iVun;

coverage by name or specific description effective on the date of loss had existed prior to the Effective Date of this Policy.

GRACE PERIOD: A grace period of 31 days will be granted for the payment of each premium falling due after the ;~irs.

premium, during which grace period this Policy shall continue in force.

REINSTATEMENT OF POLICY: If any renewal premium be not paid within the time granted you for payment, a subsc-

quent acceptance of a prenuum by us or by any agent duly authorized by us to accept such premium, without requiring an

application for reinstatement, shall reinstate this Policy; provided, however, that if we or our agent requires an application for

reinstatement and issues a conditional receipt for the premium tendered, this Policy will be reinstated upon approval of such

application by us or, lacking such approval, upon the 45th day following the date of such conditional receipt unless we have

previously notified you in v/riting of our disapproval- This reinstated Policy shall cover only loss resulting from accidental

injury as may be sustamed after the date of reinstatement and loss due to sickness as may begin more than 10 days alter sucii

date. In all other respects you and we shall have the same rights as each had under this Policy immediately before the due

date of the delaulted premium, subject to any restrictions which arc attached in connection with the reinstatement.

NOTICE OF CLAIMS: Written notice of claim must be given to us within 30 days after the occurrence or commencemeit el

any loss covered by this Policy or as sixjn thereafter as is reasonably possible. Notice given by you or on your be!;;;!' :- '; .r

Administrative Offices. Valley Forge. Pennsylvania. Home Office, Saint Louis, Missouri, or to any of out authun.tj ..;; ;-

with intbrmation sufficient to identify you. shall be deemed notice to us. -

CLAIMS FORMS: Upon receipt of a notice of claim we will furnish you such forms as are usually furnished by uj for filing

. proofs of loss. If we do not furnish such forms with.in 15 days after the giving of such notice you shall be deemed to have

complied with tlie requirements of tliis Policy as to proof of loss upon submitting, within the lime fixed in this Policy lor

fUing proofs of loss, written proof covering the occurrence, character and extent of loss.

PROOF OF LOSS: Written proof of loss must be .furnished to us or to any of out autlioiizcd agents m case of cbiir. loi iijvs

for which this Policy provides any periodic payment contingent upon continuing loss within 90 days after the tcimi.natitn .>{

the period for whidi we are liable and in case of claim for any other loss within 90 days after the date of such loss. Yotir

failure to furnish such proof within the time required shall not invalidlie or reduce any claim If il was not reasonably pos.siblc

for you to give proof within such tune, provided such proof is furnished as soon as reasonably possible ;ind in no event,

except in the absence of legal capacity, later than oiic yesr i'ron^. the lime proof is othervnse required.

TIME OF PAYMENT OF CLAIMS; All benefits payable under this Policy for any loss other ihan loss for wliicn (U.s Policy

provides any periodic payment, will be paid immcdtaieiy upon receipt >A dt'c written proof of such loss. Subject lo due

written proof of loss. aJl ac<:rucd benefits for loss for which (his Policy provides periodic payment will be paid mORihiy. and

any balance remaining unpaid upon the tcrminuiion of liabilil>' will be paid immediately upon receipt of due wrlltei! proof.

PAYMENT OF CLAIMS: .All benefits will be payable to you during your lifetime. If any benefit U-ipaJd at your death .shaU

be payable to your estate, or to your beneficiary who is a niinof or t/therwia: not cotnpetant to give avajid release, wc may
pay such indemnity up to an amount not exceeding S 1 ,000 io any relative by blood or conntrC'on by nivilagc of ycurs *ho
is deemed by us to b« equitably entitled thereto. Any payme'i; imJo by us in ^oodfaii' ' - 'uhy

; discharge us to the extent of such payment.

PHYSICAL EXAMINATIONS; At our own cxp:n59 we sitall have the lighl ,-:rd C;-, ;-....., ..- .--, .:::d

Member when and as of;en as We may reasonably require during the pendency of a ciaiiVi hereunder and to nuke at. ai^topsy

In case of death where It is not forbidden by law.

LEGAL ACTIONS; No action :it law or in equity shall be bmuglit to recover on this Policy jitior 10 the expiration of cO day:.

after written prcwf of loss lias been lurnishcd In accordance with the tequiren«nts of this Policy or attet the cxpifaL'Gi; of 3

years alter the time written proof of loss is required to be furnished.

ADDlTiONAL PR0V!S50NS
CONFORWTY WITH STATE STATUTES: Any ptovislor, of tW; ."ollcy. which, oil !U i!;recU->e Gate, ts is .:ot,iu-.- . »i^. iin-

stBtules of the state in which you ind other Cnvci«d Members try^.^ .,.;: such date, >s !i«;ity jatFOifed toccciit-ti; io ihn

wif.lir.um refjuirenKsiis of such statutes.
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INTOXJCANTS AND NARCOTICS: We shall not be liable for loss sustained or contracted "in consequence of your being
IntoxicatK! or under the influence of any narcotic unless administered on the advice of a physician.

.
MtSSTATEASENT OF AGE: If the age of any Covered Member has been misstated, all amounts payable under this Policy

shall be such as the premium paid would have purchased at the correct age.

. UNPAID PREMIUM; Upon the payment of a claim under this Policy, any premium then due and unpaid or covered by any
note ot wfitten order may be deducted therefrom.

PREMIUM PAYMENT: Each renewal premium is due ai the expiration of the premium period for which the preceding
premium was paid. Premiums are payable to us or to our duly authorized representative. The payment of any premium shall

rot continue this Policy in Ibrce beyond the next premium due date, except as otherwise provided herein.

OTHER INSURANCE IN THIS COMPANY: Insurance effective at any one lime for a Covered Member under a like Policy
or Policies in this Company is limited to the one such Policy elected by such Covered Member, his beneficiary, or his estate,

as the case may be. We will return all premiums paid lor all other such Policies.

CLEBIC^L EBBOR: A clerical error by us shall not invalidate insurance otherwise validly in force, nor continue insurance
o SenMic not validly in force. -

IN WITNESS WHEREOF, we have caused this PoUcy to be signed by our President and Secretary.

f]

Ji^-CiJ5***= Oii^-t/'^ldLi^
WiUnmC. Keaiie

Secrelarv

T. Robert Wilcy.i

President

Countersignature of licensed resident agent if required by your stale.
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NATIONAL HOME LIFE ASSUR.A>JCE COMPANY
.

An Old Line Lciial Reserve Company of St. Louis. Mi^su.n

-.'.- ADMINISTRAriVE OFFICE VALLEY FORGE.' PENNSYLvAr. ••

'

J-{ospitalizatiow

Indemnity Plan.

;;In this. Policy, the Insured will.be referred to

. ^Assurance Company will be referred to as "we," "c

nd the National Home Life

yy^e will pay benefits to you for loss incurred hereunder resulting from injury or sickness, to the extent herein

...^.limited and provided;- ,'
^ _

.

'

'";*_>•" — '• '•
.

'•''}';- '-^ : CONSIDERATION

This Policy is issued to you in consideration of the payment of the first premium slated in the PoUcy Schedule and with the

quahfication that, to the best of your knowledge and beUef, no Covered Member has been refused any health. ho:;piial. or life

• insurance coverage due to reasons of health. It shall take effect on the Effective Date specified in the Policy Schedule,

provided the firs! premium has been paid in advance of the Effective Date. (The postmark on the envelope containing your

payment shall be considered the date of payment.)

• ^ ; : . RIGHT TO EXAMINE POLICY

."If for ariy reason you are riot satisfied with this Policy, youmay surrender it by delivering it or mailing it, within 15 days

.from the date you receive it. to us or to any of our authorized agents. Immediately upon such delivery or mailing, this Policy

-shall be deemed void fromthe beginning and any premium you have paid on it will be refunded to you.
.

. GUARANTEED RENEWABLE FOR YOUR LIFETiME SUBJECT TO OUR RIGHT TO CHANGE
TABLE OF PREMIUM KATES

We guarantee to renew tJiis Policy as long as you live, subject to ils terms and conditions, and to the timely payment, in advance

or within the Grace Period, of the renewal premium at our premium rate in effect for all policies and classes of policyholders in

1 tlus series. NH-1 0-669 Mich., in the state, territory or country in wliich you reside at the time of such renewal, and we agree liut

no adjustment in premium rato shall be made on this Policy unless such adjustment is made on all such policies or such classes of

pn|].:\hrildcr<. m the- suie. icrrihrv itr country in which you reside at the time of such adjustment. Any such adjustment will be

ha-'.rd on the ligo:, and se\ of tli^' ('•'u:!'. J Members on the Effective Date of this PoUcy. •
. - '

, PRE-EXISTING CONDITIONS "'

Aiier 2 years from the dale thjs Pohcy becomes effective lor a Covered Member hospital confinement commencing thereafter

. while tlii'j PuUcy is in force for si'ch Covered Member and as a result of any condition for which such Covered Member was
'

mcd.ua^jy trr.itcd or advi'wd nnor to the Effective Date/shall be covered hereunder. (See Uniform Provision entitled "Time

Lim.l Oil Cerl.iin Defenses.")' - .---: .. ..

BENEFIT PROVISIONS \^
MONTItLY HOSPITAL BENEFIT; When injury, or sickness necessitates hospital confinement of a Covered Member as a

. Resident Patient at the direction and under the care of a physician, commencing while thjs Policy, is in forte for such Covered

'. _Member.we wiilpay for the period of such confinement, begjnnmg with the first day of any such continuous confinement as a ;

'result of injury andyheginning with the day of such continuous confinement as sliown in the Policy Schedule as a result of -

sickness, an amount per month equal to the Monthly Indenuiity shown in the Policy Schedule, subject to the following:

'

a) If such member is under age 65 (but not an unmarried dependent child) at the time hospital confinement commences, wc

will pay the Monthly Indemnity shown in Ihe Policy Schedule. ; . '

'

'
-

b) If such membei is age 65 or over'at the time hospital confincnicnt '.'.[njTVM'i _>, w- v'lH pjv 5i>-' nl

" Indemnity ihown in t.he Policy Schedule during the first 3 months of such c.i.crcvi Luiilincnienl II ^i:-h

. i continues- for more than ,3-nionths, the full Monthly Indemnity shown m the Foli.:v S-^hedult will W pjn.

'
.., conttnuol'S ccnfmem-ent beginning with the 4ih month. -

: c) If such member is an unmarried dependent child, between the ages of 1 nv^nili jud I'^ years, ul- v.iiI pj

: Monthly Indemnity shown in the Pobcy Schedule for the covered period of cuntmenieiii

ilhly

. Tlie se benefits are subject to the provision entitled "Recurrent Condiiic

it of less tlian one full month a proportionale payment will be made.

.:t lofth below !^

MATERNITY BENEFIT: If the Maternity Benefit is provided as specified in the Pobcy Schedule, or by endorsement, and by

reason of pregnancy, childbirth, or iruscarriage, the Covered Wife is confined to a hospital, wc will pay you at the rate of the

Montlily indemnity shown in the Pohcy Schedule, beginning with the first day and continuing lor the penod of such .

- confinement subject io the requirements that both Husband and Wifc-aie ijisured under this Policy at the time hospital
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pctiocl of ptL-r

I'liIufh.sdL-alli

Hi. for ihe Co cJ HusbjnJ stull be

niu ihe Armed .Scmjuircd iinly ji tlic liiiic of coiit

NEWBORN CHILDREN: If lliis Policy provides covcrapc for unmarried dependent children between the aces of 1 month and

M >ejrs a~ specified in the roliey Schedule, a child born to you and yuur spouse while this Policy is in force will

jutomjlicalK become a I oscred Member at the ajie of I month. No additional preniiuni charge will he made.

DISMEMBERMENT BENEFIT: Wien accidental bodily mjnry to a Covered Member results, within '>n days I'run, the dale of

the accident causinu such iniuiy. in any of the losses spccil'ied below, we will pa> you the sum set opposite the specific loss

In Ihe eseni of more than one loss only one sum will be paid, the laieer Payment made under this provision shall be in

aJdilioii to an\ other benelits payable under tins Policy.

For injun tcsiiltiinj In loss of

Both hands or hotli feet or the sishi of both eves 5:.CW0 00

One hand and one foot S:.000.00

Dnc hand or one loot and sidit of one eye S2.000 OQ

One hand or one loot or siJit of one eye i 1.000.00

Loss of hand or Tool means sesetance at or above the w rist oi ankJe joint.

Loss of si^hl must be eiitiro and itrecovcrablc.

SIMULTANEOUS CONFINEMENT BENEFIT; If .Husband and Wile arc simultaneously conl'ined m a hospital because of

iiiiurv . and while boih are covered under this policy, the apphcable Monilily Indemnity for hospital confinement for each wiil

be doubled dunnc the actual period of lime that both are smniltanejusly confined.

REGISTERED NURSE AT HOME BENEFIT: When by reason of injury or sickness a Covered .Member is continuously

contined ai home iinniedijlely lollowmc a period oi hospital coiifinemcni of 5 consecutive days or more and for which

benefils tere paid under the Monti. 1> Hospital Benefit provision, and the services of a registered nurse are employed under

the direction oi the attendine physician and expenses for employmenl of such nurse arc actually incurred by you. we will pay

at the rate of S40fl per month for a period not lo cvceed the period of preceding hospital confinement and. in no event, to

exceed 1 2 nlonlhs for an\ one injury or sickness subject to the t'oUowjne limitations.

al Such nurse must he employed within 5 days following the immediateh preceding period of hospital confinement.

bl Such nurse shall perform not less th.an one full shift on any day or days such nursine care is required.

CI No benefu shall be paid for nursnif scrsices rendered more tlian 14 months after the immediately preceding period of

covered hospital confinement.

For periods of covered Reg;istcrcd Nurse At Home expenses of less than one full month, a proportionate payment will be

.Alter you have been confined in the hospital

payable under this Policy :"or such confi:-iemcnt. we w

turther period of such conf-jicment and this Policy will r

subject to all its conditions, except as to payment of p
winch tlie premiums are waived, this Policy shall coni

liave the rieht to resume pavnienl of premiums as pro\

WAIVER OF PREMIUM PROVISION

consecutive weeks while tlus Policy is

will waive all premiums which becom
1 remain in lull force during the period

s by you. Alter termination c

ded in this Policy. This pro

M pren

force and wlule benelits are

ue en this Policy during the

which premiums are waived,

ion of such hospital contmement tor

um due date at which time you shall

shall apply only if you (the Insured)

DEPENDENT PERSONS; INCAPACITY AND DEPENDENCY

If a covered dependent person is incapable of self sustaining employment by reason of mental retardation or physical

handicap and is chiefl> dependent upon ihc policyholder for suppoit and maintenance, and providing sou furnisli satisfactory

proof of his incapacity ti

continue to pay the req'j

required will be that amt

long as such incapacity cc

covered dependent c

rtliuay. subject, howe

^ihin 60 days of our inquiry that such dependent is a disabled and dependent person, and you

red premium we will pay the full amount of benefits listed in the Policy Schedule and the premium

uni applicable foi the benefit for his attained age. Such person sltall continue lo be eligible for as

ontinues.

TERMINATION

iild shall cease to be covered upon his marriage, cessation of his dependency on you or on lus I9t!i

er. to the Conversion Privilege and Dependent Persons: Incapacity and Dependency provisions.

CONVERSION PRIVILEGE

We will issue lo any Covered Member who attains the age of 19. is married prior thereto or who ceases to be dependent on

you while this Policy is in force, if he so elects by wriilcn notice to us mailed within 3 1 days after he has ceased to be eligible

as a Covered Member under this Policy, an individual policy providing the benefits then being issued by us which are most

nearly similar to but not greater than those provided under this Pohcy and at the premium rate for his attained age upon

conversion. No evidence c;' insurability will be required for such policy, and the Effective Date, for the purpose of inter-

preting the provision entitled "Time Limit on Certain Defenses." will be the date such Covered Member was origmally insured

under this Po'.icy. No benefils will be payable under such poUcy. however, for any injury or sickness for which benefits were

payable under this Policy.

DEFINITIONS

"Covered Member" means you or any farrjly member named in the Pobcy Schedule or in a subsequent amendment thereto;

provided, however, that only you, >our spouse, and unmarried dependent children between the ages of 1 month and 19 years

and any other adults dependent on you are eligible to be Covered Members Covered Members may either be included at the

time of original issue or may be added al a later time while th.s Pohcy is m force upon subnussion of proper application.

"Sickness" means sickness or disease which is first manifested after the Effective Date of this Policy and while this Policy b in

force.

"Injury" means accidental bodily iniury sustained, direclly and independently of all olher causes, on or after the Effective

Date of ihis Policy and while litis Policy is in force.

"Physician" means a duly licensed physician or duly licensed practitioner who is practicing within ihe scope of his license ami

who IS not immediately related to you.

"Nurse" means a graduate. Registered Nurse. (R,N.). who is not immediately related to you.

i7cm:'.'iXzx^oc^j^^x^:H:zx^xt^



"Hospital'" means an instiiulion whose principal purpose js providing medicaJ caic and l/eatmenl for injuicd and stck perioas

on a resident patient basis, and wluch mainlains facilities for medical diagnosis and ireatmcnl of such persons by or ujkJct

the supervision of a staff of physicians, and which provides 24 hour a day nursing service by aod under the superviswm of

rcjiislered nurses; and wluch provides facilities for rrujor surgery, and which js not. other than inadenlaUy.a frtace of rest a

plate for the aged, a place for drug addicts, a place for alcoholics, a mental instjtuuon. a tuberculosis sanatorium arid/or

hospital, or a nursing, convalescent, rehabiliution or extended care facility. Hospital sliall not mean any facility o»ncd Of

operated by the United Suies government or any of its agencies which does not require payment for its services.

Resident Patient" means one who is confined to a Hospital and for whom a charge is made by the Hospital for each day so

confined. This does not include one whose confinement is not necessary for medical treatment or who u occupymg smy form

of rest, nursing, convalescent, rehabilitation or extended care facility.

"Continuously Confined At Home'" means necessary and continuous confmement at home. ur>dcr the care of a physjcian,

Ahich shall not be terminated by i

upon the rccommendaiion of \our do

After benefits have become pavablc u

related condition or conditions, such

by a continuous period of 90 days di

m wliich case the subsequent cxpenst

and conditions of this Policv.

I of necessary visits to the doctor s ofTice or hospital and/or siuing in the sunshtne

RECURRENT CONDITIONS

idcr this PuIr> for any condition, if sub-^cquent expenses are incurred for the same or a

expenses shall be regarded as incurred for the same injury or sickness unless separated

iring which lime the person incurruig such expense has resumed full normal activities,

s w'jll be considered to result from a new injury or sickness, subject to the lirmiations

We will not pay benefits fo

provided under the Maternii;

EXCLUSIONS
r any loss caused b> or contnbuied to by. (1) War or any act or war, (2) PregnaiKy, except if

Benefit provision. (3l .Any mental disease or disorder.

UNIFORM PROVISIONS

ENTIRE CONTRACT; CHANGES: This Policy, together with any endorsemenli and papers, corutitule the entire conuact of

insurance No change in this Policy shall be valid until approved by one of our executive officers and unless such approval be

endorsed hereon or attached hereto None of our agents has authority to change lius Policy or to waive any of its proviswift.

TIME LIMIT ON CERTAIN DEFENSES: (a) After 2 years from the Effective Date of this Pobc> no slatemenis except

fraudulent missiatemcnis. made by >uu m the application for this Pohcy shall be used to votd this Policy or to deny a daitn

for loss incurred commencing after the expiration of such 2 year penod (b) No claim for loss incurred commencmg after 7

years from the Effective Date of tlus Pobcy shall be reduced or denied on the grounds that a dtieaic or physical condition not

excluded from coverage bs name or specit"ic description had existed prior to the Effective Date of this Pohcy

.

GRACE PERIOD: A grace period of 31 days will be granted for the payment of each premjum fallmg due after the &«
premium, during which grace period this Policy shall continue in force.

REINSTATEMENT OF POLICY: If ihisPolic> has lapsed, a subsequent acceptance of a premium by us or by any agent duly-

authorized b> us to accept such prenuum. without requiring an appbcation for reinstatement, shall reinstate this PoIk->:

provided. ho\\evcr. that if we or our agent requires an application for reinstatement ai>d issues a cortdiiKmal receipt for the

premium tendered, this Policy wjl be reinstated upon approval of such applKalion b> us or. lacking such approval. ujy>n the

45th day following the date of sucli application unless we have previously notified >ou in wntmg of our disapprovaJ The
reinstated Policv shall cover only loss resulting from accidental in]ur> as may be sustained after the date of reinitaternent and

loss due to Sickness as may begin more than 10 days after such date. In all other respects you and we shall have the same

lights as each had under this Polic> immediately before the due dale of the defaulted prenuum, subject to any reslwctjoBS

which are attached in connection with the reinstatement.

NOTICE OF CLAIMS: V.rineii notice of claim must be p\cn to us witlun .'0 days after the occuncnce or commeucemtnt of

ap> loss co\crcd b> this Pulic> or as soon hereafter a^ is reasonable possible. Notice given by vou or on your behalf to oa. or 10

an> of out authorised agon is. wiih mfoimalion sufficient lo ideniif> \ou. shall be deemed notice to us.

CLAIM FORMS: I'pon receipt of a notice of claim we will furnish you such forms as art usually furni^ied by us for fSwg
proofs of loss. If we do not furnish such forms wjihin 1 5 days after the givmg of such rrotice you shaS \k deemed to have

complied wiih the requirements of this PoUc> as to proof of loss upon submjUmg, wuhin the lime futcd m th» Pobcy for

fiimp proofs of loss, wriiien pto«.>f covering the occurrence, character and extent of loss

PROOF OF LOSS: Writ ten proof of loss must be furnished to us oi to anv of our authorwed agents in case of daHn for loa

fni which this Puhc\ provides an> periodic payment contingent upon continuing loss within 90 days after the ternunfttKm of

the period for which we are liable and in case of claim for an> other loss wnhm 90 days after the date of such loa Yo«f
failure to furnish such proof wnhin the time required shall not invalidate or reduce an> daun d" it was rwt reasonably possets

for you to give ptooi within such time, provided such proof is furnished as soon as reasonably posut^ and ta bo evrat

except in the absence of legal capacit> . later than one year from the time proof is otherwise r^-quired

TIME OF PAYMENT OF CLAIMS: All benefits payable under this Policv for any loss other than kwt for which tiia Pobcy
provide*, any periodic pa>meni. will be paid inimediatel> upon receipt of due wntten proof of such loss S^^vct to &te

wTiiien proof of loss, all accrued benefits for loss for which this Policv prox-tdes periodic payment wgl be paid monthly, «R^

any balance remaining unpaid upon the termination of liability wdi be paid immediately upon reoetpi of dac wrrttea proofs

PAYMENT OF CLAIMS: All bencfils will be payable to\ou dunngvoui bfetuiK. .\n\ accrued bcnefitfc unpaid al yottf tJftatia

will be paid lo voui beneficiary, or in the absence vif a named beneficiars . to your esute except that, al our optM»i, *« nay

pav ^n\ such acciucd heiicfiiN. up lo an amount not exceeding SI .000. to any relative by blood or ccwnoclioa by mtnrt^eat

\our «ho is dLxinoJ h\ us U' be cquiiabU entitled tlicrcto. An\ pa> meni made by us tn good faith puraianl ?o thupnmiioa
slull luli> discharuT tis to the cMciii of such pavntem.

PHYSICAL EXAMINATIONS: At our own expense we &hall have the right and ofq>ortun]ty to examine any CtrrtnA M«B^bo
when and as often as we may reasonably require dunng the pendency of a claim hereunder and to make aa vatGpsy ta cee a(

death where it is nvM forbidden b> law.

LEGAL ACTIONS: Nu action at law or in equity shall be brought to recover on this Pobcy pnor to tha expiratiofi GS^4ay%
after wnitcn proof of loss has been furnished in accordance with the requirements of this Pobcy or after the ea^r«tiG« <tf S
years after the time written proof of loss is required to be furrushed.
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ADDITIONAL PROVISIONS

CONFORMITY WITH STATE STATUTES: Any provision of ihis Poljcy. which on its Effective Dale, is in conflict with Uie

sutules ol the slak- in which you and olhci Coveted Meinbeis iciide on such date, is hereby amended to conform to the

minimum requironicnis ol such statutes.

INTOXICANTS AND NARCOTICS: We shall not be liable for loss sustained or contracted in consequence of your being

intoxicated or undei the innucnce of any narcotic unless administered on ihc advice of a physician.

MISSTATEMENT OF AGE: If the ase of any Covered Member has been misstated, all amounts payable under this PoUcy

shall be such ji the premium paid would have purchased at the correct age.

UNPAID PREMIUM: Upon the payment of a claim under this Policy, any preituum then due and unpaid or covered by any

nuie or wiiMcn ordei may be deducted therefrom.

PREMIUM PAYMENT: Hach renewal premium is due at the expiration of the premium period for which the preceding

prenuum was paid. Premiums are payable lo us or to our duly authorized representative. The payment of any premium shall

not continue this Policy in force beyond the next premium due date, except as otherwise provided herein.

OTHER INSURANCE IN OUR COMPANY: Insurance effective at any one tune for a Covered Member under a like Policy or

Policies in this Company is limited lo the one such Policy elected by such Covered Member, hrs beneficiary, or his estate, as

the case may be We will return all premiums paid for all other such Policies.

CLERICAL ERROR: A clerical error by us sh.ill not invjlidalc insur;iiicc olhciwisc validly in force, nor continue insurance

olhciwisc not validly in force.

EFFECTIVE DATE: This Policy lakes eflecl on ils Lflcclivc Dale and conlinucs in force for llie spccined Icrm as staled in the

Policy Schedule. All periods of insurance shall begin and end al Twelve O'clock \oon Slandaid Time al your

IN WITNESS WHEREOF, we have caused this Policy lo be signed b> our PresidenI and Secretary.

sidcnce.

[Jl^c '77~/fU^ lA^^
T. Roheil Wilc

: of licensed resident ngcnl if required by

^O
^i^:^o"
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State of Michigan,
Department op Commerce.

Insurance BtXREAtr,

Lansing, Mich., March 10, 1972.

Re National Home Life Assurance Company, Accident and Healtli Policy Titles

National Home Life Assurance Co.,

Malvern, Pa.

Gentlemen : In reviewing advertising, we have encountered many problems
directly related to the advertising of accident and health coverage, and particu-
larly hospital indemnity plans, which involve the use of such words as "Extra,"
"Cash," "Extra Cash," "Cash Income," "Income," "Investment," "Compensation,"
and terms of similar import. In order to eliminate misunderstandings, we have
required companies to cease using such words or terms in advertising their
policies in Michigan. You may be familiar with this requirement.
Under the circumstances, we believe that the titles of the policies should not

include such words. If you have policies presently approved for use in Michigan,
whose titles include such words, we shall permit you to exhaust your present
supplies with the understanding that a change of title will in every instance
be made on first reprint, or within a reasonable period of time which shall be
not later than September 1, 1972.

We request that you note your records to the effect that any new form here-
after submitted, bearing an unacceptable title, will not be acted upon until the
jiecessary correction has been made.

"We shall need your acknowledgment of this letter.

Sincerely yours,
Mrs. Edwina Sheathelm,

Director, Policy Approval and Marketing,
Life and Health Division.



NATIONAL HOME LIFE ASSURANCE COMPANY
An Old Line Legal Reserve Company of St. Louis, Missouri

ACWlNiSTRATIve OFFICES: VALLEY FORGE, PENNSYLVANIA

Extra Cash J-(ospitalization

Indemnity Plan

In this Policy, the Insured wll be referred to as "you," "your " and the National Home Life Assurance Company
,

will be referred lo as "we," "our," or "us
"

We will pay benefits to you for loss i

limited and provided.

ed hereunder resulting from injur> or sickness, lo ihe exienl herein

CONSIDERATION

This Policy is issued lo you in consideration of the payment of the first premium slated in the Policy Schedule. It shall t^ke

effect on the Effective Date specified in the Policy Schedule, provided the first premium has been paid in advance of the

Effective Date. (The postmark on the envelope containing your payment shall be considered the date of payment.)

RIGHT TO EXAMINE POLICY

If for any reason you an not satisfied with thjs Policy, you may surrender it by delivering it or mailing it, within 15 days

from the date you receive it. to us or to any of our authorized agents. Immediately upon such delivery or maihng, this Policy

shall be deemed void I'rom the beginning and any premium you have paid on it will be refunded to you.

GUARANTEED RENEWABLE FOR YOUR LIFETIME SUBJECT TO OUR RIGHT TO CHANGE
TABLE OF PREMIUM RATES

We guarantee to renew this Policy as long as you live, subject to its terms and conditions, and to the timely payment, in-

advance or within the Grace Period, of the renewal premium at our premium rate in effect for all policies and classes of

policyholders in this NH-10-699 FLA. series, in the state, territory or country m wliich you reside at the time of such

renewal, and we agree that no adjustment in premium rate shall be made on tliis Policy unless such adjustment is made on all

such policies or such classes of policyholders in the state, territory or country in which you reside at the time of such

adjustment. Any such adjustment will be based on tlie ages and sex of the Covered Members on the Effective Dale of tliis

Policy.

BENEFIT PROVISIONS
MONTHLY HOSPITAL BENEFIT: When injury or sickness necessitates hospital confinement of a Covered Member as a

Resident Patient at the direction and under the care of a physician, commencing wliile this PoMcy is in force for such Covered
Member, we will pay for the period of such confinement, beginning with the first day of any such continuous confinement as

a result of injury and beginning with the day of such continuous confinement as shown in the Policy Schedule as a result of
sickness, an amount per month equal to the Monthly Indemnity shown in the Policy Schedule, subject to the following:'

a) It such member is under age 65 (but not an unmarried dependent child) at the time hospital confinement commences, we
.. will pay the Monthly Indemnity shown in the Policy Schedule.

b) If such member is age 65 or ever at the time hospital confinement commences, we will "pay 50^ of the Monthly
j' ;Indemniiy shown in the Policy Schedule during the first 3 months of such covered confinement. If such confinement*

continues for more than 3 months, the full Monthly Indemnity shown in the Policy .Schedule will be paid during such.
' continuous confinement beginning with the 4lh month.

c) If such member is an unmarried dependent child, between the ages of 1 month and 19 years, we will pay 60% of the
Monthly Indemnity shown in the Policy Schedule for the covered period of confinement.

These benefits are subject lo the provision entitled "Recurrent Conditi<»is"set forth below. F(X periods of hospital confine-
ment of less than one full month a proportionate payment will be made.

MATERNITY BENEFIT: If the Maternity Benefit is provided as specified in the Policy Schedule, or by endorsement, and by
"reason of pregnancy, childbirth, or miscarriage, the Covered Wife is confined to a hospital, we wijl pay you at the rate of the-
-.Monthly Indemnity shown in the Policy Schedule, beginnmg with the first day and continuing for Uie period of such.
confinement subject to the requirements that both Husband and Wife are insured under this Policy at the time hospital
confinement commences and during the entire period of pregnancy. However, coverage for the Covered Husband shall be

required only at the lime of conception in the event oi his death or entry into the Armed Services.

-NEWBORN CHILDREN: If this Policy provides coverage for unmarried dependent children between the ages of 1 month
and 19 years as specified in the Policy Schedule, a child born to you and your spouse while this Policy is in force will

automatically become a Coveted Member at the age of 1 month. No additional premium charge will be made.
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DISMEMBERMENT SENEFiT; When accidenUiI bodiJy ij^ury to a Covered Mombejr r«ufu,wahin90days from ihetbtx of

the accident causing such injury, m any of the leesas specified below, we will pay yo« the sum set opposite the specific loo.

in the event of more than ono loss only one sum will be paid, the bjger. Payment made \xndei Jhis provision shall be in

addition to any other benefits payable imder tiiis Policy.

For injury resuliing in loss of:

'"

Both hands or both feet or the sight of both eyes '.
, .$2,000.00

One hand and one foot . .

' .$2,000.00

One hand Of one fool and sight of one eye , $2,000.00

One hand or one foot or sight of one eye , ,. . . . . ..... .$1,000,00

Lo«sof hand or foot means severance at or above ihe wrist or ankle joint. ^ -. ' ' '
''

i

Loss of sight must be entire and irrecoverable. ;..;' f
'

. .- . '

SIMULTANEOUS CONFINEMENT BENEFIT: If Husband and Wife are Mnmilaneously ccmfioed in a hospital because of

injury, and while both arc covered under tJus policy, the applicable MontlUy Indemnity for hospital confinement for each will

be doubled during the actual period of time that both are simultaneously confined,
,

,-

REGISTERED NURSE AT HOME BENEFIT; When by reason of injury or sickness a Covered Member is cofitinuou&Jy

confined at home immediately following a period of hospital confinement of 5 consecutive days or more and for which
;

benefits were pajd under the Monthly Hospital Benefit provision, and tiie services of a registered nurse are employed under

the direction of the attending physician and expenses foi employment of such nurse are actually incurred by you, we will pay

al the rate of S400 per month for a period not to exceed the period of preceding hospital confinement and, in no event, to

exceed 12 months for any one injury or sickness subject to the following hmjtaitons: , .

a} Such nurse must be employed within 5 days following the immediately preceding period of hospital confmement.

b) Such nurse shall perform not less tluin one full shift on any day or days such nursing care is required.

c) No benefit shall be paid for nursuig services rendered more than 14 months afrer the immediately preceding period of

covered hospital confinement

.

For periods of covered Registered Nurse At Home expenses of less than one full month, a proportionate payment will be

made.

WAIVER OF PREMIUM PROViSiON
After you have been confined in the hospital for 8 consecutive week^ while ihi'i Policy is in force and while benefits are

payable under this Policy for such confincmeni, we will waive all premiums wluch become due on this Policy during the

lurther period of such confinentent and this Policy will remain in lull force during the period foi which premiums are waived,

subject to all its conditions, except as to payment of premiums by you Alter tcrmmation of such hospiidl confinement for

which the premiums arc waived, this Policy shall continue in lorce until the irexi premium due date at whjch time you shall

have the right to resume payment of premiums as provided m tlus Policy. Tlus provision shall apply only if you (tlie insured)

arc so confined.

TERMINATION
A covered dependent child shall cease to be covered upon his marriage, cessation of his dependency on you, or on his l9Lh

birthday, (subject, however, to the Conversion Privilege provision), except that his coverage under this Policy shall not

lerininate al age U' if he is incapable of self support due lo mental retardatnin or physical handicap and is dependent upon

yuu for support and maintenance, providing you furnish satisfactory proof of his incapacity to us within 31 days of h^s 19th

birthday and you continue lo pay the required premium Beginning wiUi such child's 19ih birthday the Monthly Indemnity

Benefit payable for confinement will increase to the lull amount hsted in the Policy Schedule and the premium required will

be that amount applicable lo his attamed age. Such child shall continue to be eligible for as long as such incapacity continues.

If we accept a premium on account of any covered dependent child wluth would continue coverage beyond the date of

termination described above, coverage for such dependent child shall be extended for the period to which such premium
applies.

CONVERSION PRIVILEGE
Wc will issue to any Covered Member who attains the age of 19, is married prior thereto or who ceases to be dependent on
you while this Policy is in force, if he soclecu by written notice to us mailed within 31 days after he has ceased to be eligible

as a Covered Member under this Policy, an individual policy providing the benefits then being issued by us which are most
nearly similar to but not greater than those provided under this Policy and at tlie premium rate for hjs attained age upon
conversion. No evidence of insurability will be required for such policy, and the Effective Date, for the purpose of interpret-

ing the provision entitled "Tinw Limit on Certain Defenses.'" will be the date such Covered Member was originally insured

under this Policy No benefits will be payable under such policy, however, for any injury or sickness for which benefits were

payable under this policy.

DEFINITIONS
''Covered Member" means you or any family member named in the Policy Schedule ur in a subsequent amendment thereto;

provided, however, tltat only you. your spouse, and unmarried dependent children Iwtween the ages of 1 month and 19 years

and any other adults dependent on you are eligible to be Covered Members, Covered Members may either be included at the

time of original issue or may be added at a later time while this Policy is in force upon submission of proper application,

"Sickness" means sickness or disease which is first manifested after the Effective Date of this Policy and while this Policy is in

force.

"Injury" means accidental bodily injury sustained, directly and independently of all other causes, on or after the Effective

Date of this Policy and while this Policy is m force

"Physician" means a duly licensed physician or duly licensed practitioner who is praclicing wulim the scope of his license and

who is not immediately related to you,

"Nurse" me^ns a graduate. Re^stered Nurse (RN), who is not irrmiediaicly related to you.

"Hospnaf means an insiituuon whose principal purpose is providing medical care and ireaiment for injured and sick persons

on a resident paticni basis, and which maintains facilities for medical diagnosis and treatment of such persons, by or under

the supervision of j staff of ph>sicians, and which provides 24 hour a day nursing service by and under the supervision of

rciiiiicred nurses, .iiid which provides ijLiJiiies for major surgery; and which is nut. other tlian incidentally, a place of rest a

place for the a;:cd, o place for dfu^^ addicts. .i place for alcoliulics, a mental instiiuiion. a tuberculosis sanatorium and/or

hospi'ji. or J nursing, convalescent, rehabilitation or extended care facility Huvpiut bliall not mean any facility owned or

Sw.s:o^5irjjr'£;5j^?£rji^5irs^^
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operated fey ^he- U^ic4 Sagg ggyy^L^attajjg ggr of^ ayigia ^ii^^gog o^ gg^jp^^tfi^^f&^liJMI^. r'^^-^i

configad. This &>« Bvi i»dB4e «» ift^tgw too&tfrc^ » opj owaaaty £« gtffetf^f»^^a^^jiitii^Ujaa9i^l^igjiB^=^^ i

"C^ntinuiTutly Coofuied At Hoeie*' roe^jv nostssvT ai»4 CQc^nudui ^rwfifliitRfftt^ ^e^s. inwfrr^wf 4^4 jl^eAaifS!^

which ihsH Qot be teriTiiASted by reason e^ ncce9»^ vtets io &e 4o«^o^ ^&^ ^ hp^j&mtJwaM»<i^&g «iilg«nwt<B6
upQo the rceomjneodilkffl ofyour dectty. ' ''.- ^^ '^ ^ _ - - - ' '

: ; ; RECURRENT O^IK^TiON ' ; ^ ^

After itenefits hfive becomo pay^e iQfl^r tttiifoiicy lev any coodj^oe^ tf-w*?gwjpmt nryrygwi tf$ ^icv^A Ux tfjMtott or »
related cKmsHuon or cooftitioos, such expe»et shftB &e f«E2rde4 » in»rz«d 7o( l&e sssoe t^t^ ^ <fet»aiMa<J*J«|lMU>fli
by a continvous period of 90 days durgig yiiida tfano the pgoop iagur^^ gtw^ tPip*m^h»re*veifdfy£^mi9dmOtHimt^
whi<t( c<-tse ttK subsequtem experv^ wOJ be coqstikfed to ;est4t fr^n a fi^v isp^ or ticlc^»^ sa^fi^ t^ tt|P S|)Pbs^^w^

condjtioi» (^ this Policy. - '
; ' '

We wiU aoi pay bcneftts for any Jo« C5M»cd by or c«iua«aed to by; (!) Wxt^ctayMiiBi^nsr. il) ppt^uf^^a^a^g
provided under the Matenuty BcflcHt pfovittoa; (3) Any laeetal ^Ss^ass or dtacrdcr

ENTIftE CONTRACT; 01ANG£S: Thu Polky. readier wiib af^ eftdoneffle^i^ eBilp^EtT«»co&£id:B»i te e«ttt« coBCtact

of imurance. No change m this PoUcy ^ia£ be valid udlB a|^oved by oec ofixa e^iBc^sm c^c«a sad sb^bv dCh ^ifvin^
be ertdoised hereon or attached hereto. None of €Air i^e&u hs asthotity t^^ eb»^ lias ^^o&T ec iv vvw 4py -of jtt

proviiions.

/tME limit on certain DEFENSES: No daim for ios mciuxed w {iiKt^itt>' {»S9S^w^ -af^
EfTectjve Date of this Pc^tcy shall be reduced or donied oo th£ grotiads that h^Jseiwux^^ysq^cq^A^io^oKfttAAiAtttei^
cover^^ by lunv Of speoT^ descriptioQ h3d€3iisted pnof to the ££Eecti»Date of tt^Poti^.

;

'"';".
GRACE f^RlOO: A grace period of 3J days wiO be grsiited for the peyiceai^ eft{^ ^eeaiOBi iaSaa$ dm l^^ t^ Gfst

permjujD. during which grace period this Pcdicy shaU continue in force.

REINSTATEMENT OF POL»CY: Jf any repewa) premuHB be aot paid vitbm Sis! tJSM framed yon iof pa^rreest, «

subsequent acceptance of a ptensum by us or by any agent duty authotized by us to Accept stsb f^RBSuSL. vitfeout i«^BSQiS
an applicalicn for reinstatement, shall reinstate tlus Policy; provided, however, tj^: vT we or osr^^*.feifUtie 36 a^^itadQQ
for rcinslatement and issues a conditional receipt for the pfemitim tendered, das Ptility wffl ^ »3QH;st«d iq>ae apprtmiof
$uch opphcatjon by us or, lacking such approval, uptBi the 4b th d^ Ldlowi^ (he t^ie of suc^ coodiaoitsl Btccaptu^cww
have previously notified you in writii^ of our disapproval. This reinstated Policy ahaS t»ve? o^ Jobs resu^xog fsBB.

accidental injury as may bt^ sustained after the date of reinslateiDeot aod loss due to skJQi^s & sas^ b(^B iBers dua i@ ^0^
after such date In all other respects 30U and we fthall have tbesaioe r^^ a^ each hftd aouer ^3i&F<£^ i^^se^ifta^ fet^^
the due date of the defaulted prencuni, subject to any res tactions wtiich ar.; attached io cOQ££c$aB vt$^ st^it^iffaepL-

NOTICE OF CLAIMS: Written notice of claim must be pven to us within ^ days after fee eccsrisBco <ff£OiBgieBC«nBse
of any toss covered by this Policy or as soon therca^'ter as is reason^y possible, iikoiu i^v&i hy yes 01 as y^v beloif to ttS' .

Adnurustrative Offices, Valley Forge. Pennsylvarua, or 10 any of our auihocsed ag&rit, wijfe toferfiaadcii -yt^ffldfflf IS
identify >ou, shall be deemed notice 10 us- - -

CLAIM FORMS: Upon receipt of a iK>lice of daim we will fwn>^ you such f««% as ace ustfaJ^ ^assttfaed^ a^iot^s^
proofs of \os&. Hv^ do not furnish sudi forms within 15 days after the ^va^ c^ si;cii ao^ce yea; ^»g be 4aeay9d ^b»*e. '

complied wiili the requirements of this ?(Atcy as to f^oof of lost ;g>ca st^r^tjgg, wtt^sa tbc titpefix^ ^ ^tfdS/^ tot. ',

fiUngproofsof loss, written proof covencg the occunence, character aad extent of lo»-
; , , V

PROOF OF LOSS: Wntten proof of loss mmt be fumi^d to us or to any of our aithooEed ^^Is isok ^flaiffi for ItiK

for which this Policy pwovjdes any periodic paymcnl contingenl upon continuifig kiss w£ti&3 9Q da^ ^te<^ taa3SQftliaB^ .

the penod for which we are Uabk and in case of daini for any oilief loss wilhia 90 days After &t '4«fi> ofioob Iok. Y«h
failure to furrush such proof wi'ihin the time required shall tKrt invalidate ot sdiice ai^ daiStk fiH was act jea&tai^^ pm^^^
for you Io give pioof wtihin such time, provided soch proof is funii^ied as sooo as nasooab^ pQsi^de and ia'ao sweat.'

except m the absence of legal capadly, bter than orie year from the liiae proof IS etheiTwJscaqaiied. - . -

'
^

TIME OF PAYMENT OF CLAIMS: All benefits under IhiB Pc^icy for any loss otiwf tiac loss for wfedi tfaa Fciii5' pWWSer
any periodic payment . will be paid immediately upon receipt of dwe wiiiten isoof of sachkss. Stdge?;! to 4ge wr^isQ jkocC '

of lois, all accrued benefits for Joss for which tlus Policy provtd« periodic payBaem w/ffl be jsid Btorttify, sftd ssy *wJwHr;^ '.

remaming unpaid upori the lerrruoauwi of habihtywiU be paid inuncdjaiejy upon leoeipl <rfdoe wntteBpr«rf^ ; -
j;

PAYMENT OF CLAIMS: All benefits -mM be payable to you during your Ufetiroe. If aey bendU ui^tt^ alyoifr dcft^thafi

be payable to your estate, or to your benefioary who is a minor or otherwise not con^tffll lopvea v^Ud lelease. 'arc fiti^

pay such mdemnily up 10 an amount not exceeding S!,000 to any retauwe by Moodor consectsoeby mama^-9fyoiss'Bi^
IS deemed by us to be equitably entiUed thereto. Any payment made by us m good faith poousBit totbisfr«r»90^ta9^^
diidiarge us 10 ;he extent of such payment.

PHYSICAL EXAMINATIONS: At our own expense we shall haw the nght arid opportunity lo cxw^e any Ctset^
Member when and as ofien as we may reasonably require durmg the pendency of ada^ hsreunder and to make 9a a^to^i^

in case of death where it is not forbidden by law,

LEGAL ACTIONS: No action at law or in equity shall be brou^t to recover on tiiis Policy pricff to the exps^iioa of^60
days after written proof of loss has been furnished m accordance with the requucmenis of tibs Piilicy or after the ^spiraTy^
of 3 years after the time written proof of loss is required lobe furnished. /. . '

ADDITIONAL PROVISIONS
CONFORMITY WITH STATE STATUTES: Any provision of Lhis Policy, which en ils Effective Date, is in corflkt **ft fee
statutes of the state in *h:ch you and other Covered Members reside on sudi dale, is hereby ainended to coofors fe» &e :^

minimuni requu"emcnts of such statutes. . ,^

INTOXICANTS AND NARCOTICS: We shall not be liable for loss sustained or contracted in conseqaeoce of yotffbeiag
intoxicated or under the LuTuence of any narcotic unless administered on the advice of a lAysiuian. '

" .

MISSTATEMENT OF AGE: If the age of any Covered Member has been mistaled, aB amoanu pay^k sa^ifais^c^i^ ^

shall be such as the premium paid would have purchased at the correct age. . . .- , •^"
1 :

'
. .

-'

90-319—73—pt. lA- -16
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UNPAID PREMIUM: Upon Ihc payiiienl of a cbim under this Polay, jny pii'iniuni llicii duo and uri|.ji(

noic or wrni:n order may be deducted therefrom.

PREMIUM PAYMENT: Kadi renewal premium is due at tiK- expiration of the punnum period lor which the ]>iea'dinp

premium was p;iid rtcmiums arc payable to its or to out duly authorized lepreseiil jtivc Tlie p.i\ iiient of any premium >liall

not continue tins Fobcy in force beyond the next premium due date, except as ollierwise provided lieiein.

OTHER INSURANCE IN OUR COMPANY: Insurance effective at any one time for a Covered Member under a like Policy or

Policies m this Company is limited to the one such Policy elected by such Covered Member, his beneficiary, or his estate, as

the case may be. We will return all premiums paid for all other such Policies.

CLERICAL ERROH: A clerical error by us shall not invalidate insurance otlieiwisc validly in loice. nor conliiiue insurance

otherwise not validly in force.

IN WITNESS WlltREOF, we have caused tins Policy to be signed by out President and Sccielary.

Jli.^_;_C.,_£^U4^=
TT'^U^ La)."-'^

T. Robert Wilci

PrcsiJcnl
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State of Florida,
Treasurer's Office,

Tallahassee, Fla., July 31, 1969.

3Ir. William C. Keane,
Vice President-Secretary, National Home Life Assurance Co.,

St. Louis, Mo.

Dear Mr. Keane: I have your letters dated June 17 and July 9, received in

this office however on July 14, couceraing your Gold Star policy forms.

We object to the wording in the "Consideration" clause of these policies which
all appear to be similar if not identical. We do not believe we should approve a

policy that is issued with the qualifications such as contained in this paragraph.

If you do not wish to insure persons who use alcoholic beverages or who have
been refused other insurance due to reasons of health, you may ask these ques-

tions on the application. You may attach a copy of the application to the policy

when it is issued and then rescind if the applicant is not complete and accurate.

We do not believe that the pre-existing conditions which are covered in part

in the "Time Limit On Certain Defenses" should be re-explained in the manner
that you do in the paragraph entitled "Pre-existing Conditions". If you are

not going to pay for pre-existing conditions, this policy must so state.

Your exclusion number four (4) conflicts with the second additional pro-

vision entitled "Intoxicants And Narcotics". The above applies to form NHGS-
01-369 and others as applicable.

I am sorry but we cannot approve these forms and a copy of your letter of

transmittal is enclosed with our stamp of disapproval.

Yours very truly,
Frank Alexander,

Deputy Insurance Commissioner,
Accident & Health Division.
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NATIONAL HOME ASSURANCE COMPANY OFJEWYORL
A Legal H««rvB Company of New York, New York

ADMINISTRATIVE OFFICES: VALLEY FORGE, PENNSYLVANIA

J-{ospitalization Indemnity Plan

In this PoUcy, the Insured wiU be referred to as "you," "youi," or "yours," and the National Home Assurance

Company of New York will be referred to as "we," "our," or "us".

We will pay benefits to you for loss incurred hereunder resulting from injury or sickness, to the extent herein

limited and provided.

CONSIDERATION

This Policy is issued to you in consideration of the payment of the first premium stated in the Policy Schedule. It shall take

efTect on the Effective Date specified in the Policy Schedule, provided the fint premium is paid within 10 days of the

Effective Date, and shall continue in force until the end of the Initial Term specified in the Schedule.

RIGHT TO EXAMINE POLICY

If for any reason you are not satisfied with this Policy, you may surrender it by delivering it or mailing it, within 10 d«y5

from the date you receive it, to us or to any of our authorized agents. Immediately upon such delivery or mailing, this Policy

shall be deemed void from the beginning and any premium you have paid on it will be refunded to you.

GUARANTEED RENEWABLE FOR YOUR LIFETIME SUBJECT TO OUR
RIGHT TO CHANGE TABLE OF PREMIUM RATES

We guarantee to renew this PoUcy as long as you live, subject to its terms and conditions, and to the timely payment, in-

advance or within the Grace Period, of the renewal premium at our premium rate in effect for all policies and classes of

policyholdeis in this series, NHNY 10-66911 in the state, territory or country in which you reside at the time of such r.-new;:!,

and we agree that no adjustment in premium rate shall be made on this Policy unless such adjustment is made on all such

policies or such classes of policyholders in the state, territory or country in which you reside at the time of such adjustment.

Any such adjustment will be based on the ages and sex of the Covered Members on the Effective Date of this Policy.

BENEFIT PROVISIONS

MONTHLY HOSPITAL BENEFIT: When injury or sickness necessitates hospital confinement of a Coveted Member as i

Resident Patient at the direction and under the care of a physician, commencing while this Policy is in force for such CoverS'l

Member, ve will pay for the period of such confinement, beginning with the first day of any such continuous confinement as

a result of injury and beginning with the day of such continuous confmement as shown in the Policy Schedule as e result of

sickness, an amount per month equal to the Monthly Indemnity shown in the Policy Schedule, subject to the following:

a) If such member is under age 65 (but not an unmarried dependent chad) at the time hospital confinement commences, ws

will pay the Monthly Indemnity ^own in the Policy Schedule.

b) If such member is age 65 or over at the time hospital confinement commences, we will pay 70% of the Monthly

Indemnity shown in the Policy Schedule during the fust 3 months of such coveted confinement. If such confinement

continues for more than 3 months, the full Monthly Indemnity shown in the Policy Schedule will be paid during sucii

continuous confinement beginning with the 4th month.

c) If such member is an unmarried dependent child, between the ages of 1 month and 19 years, we will pay 60% of »S»

Monthly Indemnity shown in the Policy Schedule for the covered period of confinement.

Tliese benefits are subject to the provision entitled "Recurrent Conditions". For periods of hospital confinement of less than

one full month a proportionate payment will be made.

NEWBORN CHILDREN: If this Policy provides coverage for unmarried dependent children between the ages of ! month

and 19 years as specified in the Policy Schedule, a child bom to you and youi spouse while this PoUcy Is In fetes will

automatically become a Covered Member at the age of 1 month. No additional premium charge will be made.

f PRE-EXISTING CONDITIONS: Hospital confinements commencing after the effective date of this policy shall be covered

unless the Dlness (sickness, disease or physical condition) causing the conflnomsnt was medically advised or mudfeited within

one year Immediately prior to the effective date. Such limitation will not be Invoked, however, unlesa the Ulnesa was > kind Of

of such severity thjt the company, in accordance vrith its underwriting standardi applicable to the underwritten fonm or '.o

. like or similat inautance, would decline such liisurance or require policy modification (u* of an imp»lt7nent lidet). See

: Unifonn Provision entitled "Time Limit on Certain Defenses."

^mmmmmmw&M&mn^m&mmmmmmm&mmmm&mmmm^mm^^M.
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WAIVER OF PREMIUM PROVISION

After yoti hsve bten ^aa&B^ ia the bosplial fof S consecutive weeks. «1\lie this Policy U in force and whik benefits are

^^fatuc DtHlBr this. ftJiicy fw sttcb confmemeni. wc wiU waive aU premiumi which become due on this Policy during

the fWther period of lUch coflfloerasni and this Policy will remain in full force during the period for which premiums arc

i'tfiw*!, wbjeci to a^ Hs conditioss, except as to payment of premiums by you. After termination of such hospital confine-

mem for which the preinittms arc waived, this Pc&cy shall continue in force until the next premium due date at which time

fM sha3 ha« the r^t to rename payment of premiums as provided in this Pobcy . This provision shall apply only if you (the

fjwarcd) are s<s confmed. ..;;'.'

; TERMINATION

A ccfer«j dependent child sHaQ cease to be covered at the end of the premium paying period following his marriage.

ccKaoon of tes dependency on you, or on his 19th birthday, whichever occurs first, subject, however, to the Conversiori

PnVltegC proTOitSl. - -. > .

However, courage under this Policy ^all not terminate at age 19 if he is incapable of self support due to mental retardation

o: i^ysical handicap and is dependent upon you for support and maintenance, provided you furnish satisfactory proof of his

3te£iKcity to us within 3i days of h« 19th birthday and you continue to pay the required dependent premium. Beginning

wlih such child's 19th birthojy. the Monthly Indemnity Benefit payable for confinements commencing thereafter will

mcrefeK to the full amovnt listed in the Policy Schedule. Such child shall continue to be eligible for as long as such

nvcapacity continues.

Vpon ths Insured Spouse ceasing to be the spouse of the Inaired , because of divorce or legal separation, such person shall no

IctegcT be eligible for renewal and the coverage for such person shall terminate at the end of the then current premium paying

pCTTCd- -. ': ;. '• ' > " - " '

CONVERSION PRIVILEGE

We will issie to any Covered Member who attams the age of 19. is married prior thereto or who ceases to be dependent on

i'C^' while this Policy is in force, if he so elects by written notice to us mailed within 31 days after the end of the premium

period during which he has ceased to be eligible as a Covered Member under this PoUcy. an individual pobcy providing the

benefits then being issued by us wh>ch are most neady similar to but not greater than those provided to adults under age 65

joder this Policy and at the premium rate for his attained age upon conversion. No evidence of insurability wilt be required

for such policy, and the Effective Date, for the purpose of interpreting the provision entitled "Time Limit on Certain

Defenses", will be the date such Covered Member was originally insured under this Policy. No benefits will be payable under

such policy, however, for any mjury or sickness for which benefits are payable under this Policy.

* DEFINITIONS

"Cove?ed Member" means you or any family member indicated in the Policy Schedule or in a subsequent amendment
thereto. proN^ded. however, that only you, your spouse, and unmarried dependent children between the ages of 1 month and ,

19 years and any other adults dependent on you are eligible to be Covered Members Covered Members may either be

mcluded at the time of original issue or may be added at a later time while this Policy is m force upon submission and

approval of the proper apphcation and payment of the required additional premium (if any ).

"Sickness" means sickncis or disease of a Covered Member which is first manifested after the Effective Date of coverage of

such member and while the coverage of thi*; PoUcy is m force as to such Covered Member.

"fniur>'" me^ans accidental bodily iniur>' sustained by a Covered Member directly and independently of all other causes on or

^fier the Effective Date of coverage of such member and while the coverage of this Policy is in force as to such Covered

Member.
;

.

"Physician"" means a duly Ucensed physician or duly licensed practitioner who is practicing within the scope of his license and

who is not immediately related to you.

"Hospital" means an institution whose principal purpose is providing medical care and treatment for injured and sick persons

on a resident patient basis, and which maintains facilities for medical diagnosis and treatment of such persons, by or under

;;ie supervision of a staff of physicians, and which provides 24 hour a day nursing scr\'it:e by and under the supervision of

registered nurses; and whjch provides facilities for major surgery, and which is not. other than incidentally, a place of rest, a

place for the aged, a place for drug addicts, a place for alcoholics, a mental institution, a tuberculosis sanatorium and/or

hospital, or a nursing, convalescent, rehabilitation or extended care facility. Hospital shall not mean any facility owned or

operated by the United Stales government or any of its agencies which does not require payment for its services.

"Resident Patient" means one who is confined to a Hospital and is charged by the Hospital for each day so confined. This

does not include one whose confinement is not necessary for medical treatment or who is occupying any form of rest,

nursing, convalescent, rehabibtation or extended care facility.

RECURRENT CONDITIONS
Vfter benefits have become payable under this Policy for any condition, if hospital confinement is required for the same or a

eiaied condition or conditions, such confinement shall be regarded as required for the same injury or sickness unless

icparated by a continuous period of 90 days during which time the person requiring such confinement has resumed full

'^mmMMWMmmwm§M^MWi^^&^i&&^
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EXCLUSIONS

We will not pay benefils for any loss caused by or contributed to by :( 1 ) War of any act of war
; (2) Pregnancy, miscarriage or

any consequences thereof; (3) Any mental disease or disorder.

UNIFORM PROVISIONS

ENTIRE CONTRACT; CHANGES: This Policy, together with any endorsements and attached papers. If any. constitute the

entire contract of insurance. No change in this Policy shall be valid until approved by one of out executive officers and unless

such approval be endorsed hereon or attached hereto. None of our agents has authority to change this Policy or to waive any

of its provisions.

TIME LIMIT ON CERTAIN DEFENSES: No claim for loss incurred or disability commencing after 2 years from the

Effective Date of a Covered Member's coverage under this Policy shall be reduced or denied on the ground that a disease or

physical condition not excluded from coverage by name or specific description effective on the date of loss had existed prior

to the Effective Dale of such coverage, (This provision is not to be invoked as to loss resulting from any sickness, disease or

physical condition for which the Covered Member was medically advised or was manifested within one year immediately

prior to the Effective Date of this insurance as to such member for which coverage would be afforded pursuant to (he section

captioned BENEFIT PROVISIONS.)

GRACE PERIOD: A grace period of 31 days will be granted for the payment of each premium falling due after the first

premium, during which grace period this PoUcy shall continue in force.

REINSTATEMENT OF POLICY: If any renewal premium be not paid within the time granted you for payment, a

subsequent acceptance of a premium by us or any agent duly authorized by us to accept such premium, v/ithout requiring an

application for reinstatment, shall reinstate this Policy; provided, ho'vever, that if we or our agent requires an application for

reinstatement and issues a conditional receipt for the premium tendered, this PoUcy will be reinstatea upon approval of such

application by us or, lacking such approval, upon the 4Sth day following the date of such conditional receipt unless we have

previously notified you in writing of our disapproval. This reinstated Policy sliall cover only loss resulting from accidental

injury as may be sustained after the date of reinstatement and loss due to sickness as may begin more than 10 days after such

dale. In all other respects ycu and we shall have the same riglits as each had under this PoUcy immediately before the due

date of tfie defaulted premium, subject to any restrictions which are attached in connection with the reinstatement.

NOTICE OF CLAIMS: Written notice of claim must be given to us within 20 days after the occurrence or commencement of

any loss covered by this Policy or as soon thereafter as is reasonably possible. Notice given by you or on your behalf to our

Administrative Offices, Vaiiey Forge, Perjisylvania, or to any of our authorized agents, with information sufficient to

identify you, shall be deemed notice to us.

CLAIM FORMS: Upon receipt of a notice of claim we will furnish you such forms as are usually furnished by us for fding

proofs of loss. If we do not furnish such forms within 1 5 days after the giving of such notice you shall be deemed to lia'/e

complied with the requirements of this Policy as to proof of loss upon submitting, within the time fixed in this Policy for

filing proofs of loss, written proof covering the occurrence, character and extent of loss. .

PROOF OF LOSS: Written proof of loss must be furnished to us or to any or our authorized agents in case of claim for loss

. for which this Policy provides any periodic payment contingent upon continuing loss within 90 days after the tetmination of

the period for which we are liable and in case of claim for any other loss witltin 90 days after the date of such loss. Your

failure to furnish such proof willjn the time required sliall not invalidate or reduce any claim if it was not reasonably possible

for you to give proof within such time
,
provided such proof is furnished as soon as reasonably possible and in no event, except

in the absence of legal capacity, later than one year from the time proof is otherwise required.

TIME OF PAYMENT OF CLAIMS: All benefits payable under tliis Policy for any loss other than loss for which this Policy

provides any periodic payment, will be paid immediately upon receipt of due written proof of such loss. Subject to due

written proof of loss, all accrued benefits for loss for which tltis Policy provides periodic payment will be paid monthly, and

any balance remaining unpaid upon the termination of hability will be paid immediately upon receipt of due written proof.

.

' PAYMENT OF CLAIMS: All benefits will be payable to you during your lifetime. Any accnied benefits unpaid at your

• death wiil be paid to your beneficiary, or in the absence of a named beneficiary, to your estate, except that, at our option, we
" may pay any such accrued benefils, up to an amount not exceeding $1,000 to any relative by blood or connection by

n^rriage of yours who is deemed by us lo be equitably entitled thereto. Any payment nude by us in good faith punuant to

this provision s.hall fully discharge us to the extent of such payment.

M'-PHYSICAL EXAMINATIONS AND AUTOPSY: At our own expense we shall hare the right and opportunity to examine

'

any Covered Member when and as often as we may reasonably require during the pendency of a claim hereunder and to make

!Van autopsy in case of death where it is not forbidden by Uw.

/'LEGAL ACTIONS: No action at lav^ or in equity shall be brought to recover on this Policy prior to ths expiration of60 days

', y after written proof of loss has been furnished in nccordance with the requirements of this PoUcy or after the expiration of 3

y'isyears after the time written proof of loss Is required to be furnished.

NHNV 1I>«S9 H '"' ^
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ADDITIONAL PROVISIONS
CONFORMir/ WITH STATE STATUTES: Any pro>i£ion of this Policy, which, on its Effective Date, is in conflict with the
statutes of the state In which you and other Covered Members reside on such date, is hereby amended to conform to the

minimum requirements of such statutes.

INTOXICANTS AND NARCOTICS: We shall not be liable for loss sustained or contracted in consequence of your being
intoxicated or under the influence of any narcotic unless administered on the advice of a physician.

MISSTATEMENT OF AGE: If the age of any Covered Member has been misstated, all amounts payable under this Policy

shall be such as the premium paid would have purchased at the correct age.

UNPAID PREMIUM: Upon the payment of a claim under this PoUcy,any premium then due and unpaid or covered by any
note or written order inay be deducted therefrom.

PREMIUM PAYMENT: Each renewal premium is due at llie expiration of the premium period for which the preceding
premium was paid. Premiums are payable to us or to our duly authonzed representative. The payment of any premium shall

not continue this Policy in force beyond the next premium due date, except as otherwise provided herein.

OTH£R INSURANCE IN OUR COMPANY: Insurance effective at any one time for a Covered Member under a like Policy or
Policies in this Company is limited to the one such Pobcy elected by such Covered Member, his beneficiary, or his estate, as

the case may be. We will return all premiums paid for all other such Policies.

EFFECTIVE DATE: This Policy taices effect on its Effective Date and continues in force for the specified term as stated in

the Policy Schedule. AB periods of u^isurance shall begin and end at Twelve O'clock Noon Standard Time at your residence.

IN WITNESS WHEREOF, we have caused this PoUcy to be signed by our President and Secretary.

(^^/.AP^.
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%



792

AMENDMENT RIDER

This policy is hereby amended as follows:

J , The provision of the Policy entitled "Consideration" is deleted in its entirety and the following is inserted

CONSIDERATION

This Policy is issued to you in consideration of the application and the payment of the first premium

stated in the Policy Schedule. It shall take effect on the Effective Date specified in the Policy Schedule,

provided the first premium has been paid in advance of the Effective Date.

2. The provision of the Policy entitled "Time Limit on Certain Defenses" is deleted in its entirety and the following

is inserted:

"vl** "VV
^^^ LIMIT ON CERTAIN DEFENSES; No claim for loss incurred or disability commencing after 2

^
Vj'V^ years from the Effective Date of this Policy shall be reduced or denied on the grounds that a disease or

M^ physical condition not excluded from coverage by name or specific description effective on the date of

^ loss had existed prior to the Effective Date of this policy.

Nothing hereby contained shall be held to vary, alter, waive or extend any of the terms, conditions, provisions,

agreements or limitations of this Policy, other than as above stated.

Endorsed and made a part of this Policy on the Policy Date,

NATIONAL HOME LIFE ASSURANCE COMPANY

AMENDMENT RIDER

THIS POLICY IS HEREBY AMENDED AS FOLLOWS:

The provision of this Policy entitled "Hospital" is deleted in its entirety and the

following is inserted.

^'Hospital" means an institution whose principal purpose is providing
medical care and treatment for injured and sick persons on a resident

patient basis; and which maintains facilities for medical diagnosis
and treatment of such persons, by or under the supervision of a staff

of one or more physicians; and which provides 24 hour a day nursing
service by or under the supervision of registered nurses on duty or

call; and which provides facilities for surgery; and which is not,

other than incidentally, a place of rest, a place for the aged a

place for drug addicts, a place for alcoholics, a mental institution,

a tuberculosis sanatorium and/or hospital, or a nursing, convalescent
rehabilitation or extended care facility. Hospital shall not mean any

facility owned or operated by the United States government or any of

its agencies "which does not require payment for its services.

Nothing hereby contained shall be held to vary alter, waive or extend any of the terms,

conditions, provisions, agreements or limitations of this Policy, other than as above

stated.

Endorsed and made a part of this Policy on the Policy Date.

NATIONAL HOME LIFE ASSURANCE COMPANY

Secretary

KH-MO 1(170)
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NATIONAL HOME LIFE ASSURANCE COMPANY
An Old Line Legal Re : Company of Si. Louis, Missouri

ADMINISTRATIVE OFFICE; VALLEY FORGE, PENNSYLVANIA

J-[ospitalization

JjidemuityPlan

In this Policy, the Insured will be referred to as "you," "your", or *'youts," and the National Home Life

Assurance Company will be referred to as "we," "our," or "us."

We will pay benefits to you for loss incurred hereunder resulting from injury or sickness, to the extent herein

limited and provided.

CONSIDERATION

This Policy is issued to you in consideration of the payment of the first premium stated in the Pohcy Schedule and with the

qualification that, to the best of your knowledge and belief, no Covered Member has been refused any health, hospital. or ht"e

insurance coverage due to reasons of health. It shall take effect on the Effective Date specified in the Policy Schedule,

provided the first premium has been paid in advance of the Effective Date. (The postmark on the envelope containing your

payment shall be considered the date of payment.)

RIGHT TO EXAMINE POLICY

If for any reason you are not satisfied with this Policy, you may surrender it by delivermg it or mailing it. within 15 days

from the date you receive it, to us or to any of our authorized agents. Immediately upon such delivery or mailing, this Policy

shall be deemed void from the beginrung and any premium you have paid on it will be refunded to you.

GUARANTEED RENEWABLE FOR YOUR LIFETIME SUBJECT TO OUR RIGHT TO CHANGE
TABLE OF PREMIUM RATES

We guarantee lo renew this Policy as long as you live, subject to its Icrms and conditions, and to the timely payment, in

advance or within the Grace Period, of the renewal premium at our premium rate in effect for all policies and classes of

policyholders in tliis series, NH-10-66*5 111. in the state, territory or country in which you reside at the lime of such renewal,

and we agree that no adjustment in premium rate shall be made on this Policy unless such adjustment is made on all such

policies or such classes of policyholders in the stale, territory or country' m which you reside at the time of such adjustment.

Any such adjustment vriU be based on the ages and sex of the Covered Members on the Effective Date of this Policy.

PRE-EXISTING CONDITIONS
After 2 years from the date this Policy becomes effective for a Covered Member hospital confinement commencing thereafter

while this Policy is in force for such Covered Member and as a result of any condition for which sucli Covered Member was

medically treated or advised prior to the Effective Date, shall be covered hereunder. (See Uniform Provision entitled '"Tin'.e

Limit On Certain Defenses.")

BENEFIT PROVISIONS
MONTHLY HOSPITAL BENEFIT; When injury or sickness necessitates hospital confinement of a Covered Member as a

Resident Patient at the direction and under the care of a physician, commencing while this Policy is in force for such Covered

Member.we will pay for tlie period of such confinement, beginning with tlie first day of any such continuous confinement asa'

result of injury and beginning with the day of such continuous confinement as shown in tlie Policy Schedule as a result of

sickness, an amount per month equal lo the Monthly Indemnity shown in the Policy Schedule, subject to the following:

a) If such member is under age 65 (but not an unmarned dependent child) at the lime hospital confinement commences, we
will pay the Monthly Indemnity shown in the Policy Schedule.

b) If such member is age 65 or over at the time hospital confinement commences, we will pay 50% of the Monthly

Indemnity shown in the Policy Schedule during the first 3 months of such covered confinement. If such confinement

continues for more than 3 months, the full Monthly Indemnity shown in the Policy Schedule will be paid during such,

continuous confinement beginning with the 4th month.

c) If such member is an unmarried dependent child, between the ages^f I month and 19 years, we wiil pay 60^' of tlie

Monthly Indemnity shown in the Policy Schedule for tlie covered period of confinement.

These benefits are subject to the provision entitled "Recurrent Conditions" set forth below. For periods of hospital confine-

ment of less than one full month a proportionate payment wilt be made.

MATERNITY BENEFIT: If the Maternity Benefit is provided as specified in the Policy Schedule, or by endorsement, and by
reason of pregnancy, childbirth, or miscarriage, the Covered Wife is confined to a hospital, v/e will pay you at the rate of the

Monthly Indemnity shown in the PoUcy Schedule, beginning with the first day and continuing for the period of sucli

confinement subject to the requirements that both Husband and Wife are -nsurod under tliis Policy at the lime hospital

S
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c<jnltn«iiient ounniertcct «ihI iJunnK l))r entire [/crMH] of pic^ijincy However, coveratre for llic Covered Uu-.hatnl Ui:ill be

Rquircd only v the iinw t>f conceplKHi in the event of Un dtith or entry into tlic ArnicJ Seivicet.

NEWBORN CHILUHEN: II Ihik Policy (iroviilci C(mnfje lur uninarricd dc|>emlenl cliildren hclween tlie aKei ol I niontli »id
\'> yctn nt iriccide^l in the Polity S(.hcdulc, a cliild born to you and your tpouvc wliiJc tttift Policy ii in force wjl

autf'iiuiw ally Ixconw a Covered Mcnil>cr at tlie aKe *'f I rru^nlh. No additional premium clurxe will he made.

OISMEMBLRMENT BENiiFIT: Wlien accidenliil bodily lii|ury to a ( overed (Member rciullk, within W dayi from the date of

the accident cauairiK *,ui.h injury, in uiy of the loMe% '.i>ei.ilir<l below, we v/ill [>ay you the ^uiii u-t opposite the kpectfic loil.

Ill the event ol more than one |im only one lurii wiil be paid, Ihc larKei. Payment made under thii provitiun lllall be in

adtliiion to any other beneltli payable under Ihu Policy

lor injury rcwllinK in lou ol

lloth hindi or both Icel Of llic liKlit of liolli eye-. . ..i2,(IUMlO

(Jrio hand mid one hwt , i;,(KI() (XJ

One lianil or one loot and iijilil of ulic eye S2,0(XI (K)

One luiul </r iMic loot oi iikIii ol one cyo , il ,000.00

Lou ol hand or fool rnrani levcranie at or above Uic wrul or inkle Joint,

Uiii of i>ii;lii mutt be entire and iiiecovriable.

SIMULTANEOUS CONFINEIVir NT niNEFIT: If lliiiband and Wife are ilmullaiieniiily confined in a hotpital becauK of

tnjiify, and wtiitr both -iie covered iiniler thu policy, the apptlcubte Muntiily Indcnmily fur hoipilal cunfuieiitciit fur each will

be doubled tloiiii^ ilic actual jieiiocl ol lime thai bolli arc tiiiHillaiieuukly conlitied.

REGIhTLHEU NUHit AT MfJMt orNEriT: When by itavjn of injury or iickncH a Covered Member i« continuouily

ciirilined »t home iiiiinciiial(.-ly IoIIowiiik a [tciiod ot liobjiital conrineiiient of ' conteciilive dayt or more and for winch

henel'lit wrie jiaid under the Monthly llo&jiitaj Beticlil jiroviMon, and the M^rvicen ol a rci^ifttrrcd tiurv; aic employed under

Ihc direction ol the attending pbyticLKi and rxpciiu'ii lor erriployinenl of huiIi miru arc actually incurred by you, we will pay

at tfic rale of I4IJ0 per month lor a period rnit to exceed the period of preceding hospital cunriiicnient and, In nu event, to

exceed 1 2 montht for any one injory or tickneii tubjcci to the lollowme limitaliuni.

a) Such nurte rnuil be eriijiluycd wiihiii S day) lollowinit the immediately ptcccdiriK period of honpitiU conflncnieni.

b) Such nuru stiall perluim not Ictt than one lull iliill on any day or day> lucli nuriiiiK care it reijuircd.

cj No benelll Ahall be paid for nurairi); icrviccK rendered more Uian 14 inonlha after the iiiuncdialoly prcccdiiiK I'citod ol

covered hotpttal conlinement

for p<*ri(Mlk ol covcrc<l KeKiitcied Nurw At llumc exiKiibCft of lc» than one full month, a i>roporiioiiaie payineni will be

nljdr

WAIVER OF PREfVIIUM PROVISION

weekAlter you have liecn cunflned In the lunpital for K coniecut

payable under ihit Policy lor inch conlmemcnt. we will w.ii\

lunher jKriod of luch coiiliiienieiil and thit Policy will remain i

lubject to all 111 conditlont. except as to payment ol pieini

which the prenllurnt are waived, tliu Policy ;.lull continue li

.
have the riKht to r

nfuied

; payment ol pieiniumi aft provided iii thii Policy '1 hit pro

thn Policy It in force and while bencrm are

wliM b become due on tlilt Policy durtnit Ihc

111 lull force duriiiK the period for which premium', are waived.

n* by y(>u Alter termiriiition ol lutli lio\pit;il ciiiilinenient for

lorce unid the next premium due date at v/hicb tune you ihall

1 thall apply only il you (the liiiured)

DEPENDENT PERSONS; INCAPACITY AND DEPENDENCY

II a roveicd drjiendenl perton It iniapahlc ol lelf tutliiininK cniplnymcnl by icaton of inentui retardation or pliytical

handicap and u ibieMy dcjieiident ii|ioii Ihe pclnylioliler lor r.upporl and niainlcnancc, and piovidiiiK you furniih taiitfactoiy

piind ol hit incapacity to m willim 60 diiyft ol our uii|uiry that luch dependent It a diuhled ^ind dependent peiMiri.and you

continue to pay llie rcijuired [iremiuiii wc will pay the full amount of heiicfllt lixled in tlie Policy Schedule and the piemiuiii

re>|uired will lie that amount applicable fur the Ixrnelit lor liii attained aHo. Such jiertoii tliall coiillnuc to be eligible fui a>

liHili at tucli uicapaclly cuntinue).

TERMINATION

A covried ilriienileiii child ^liall ceuie lo be covered upon hn
birtliilay. iiihjcci. liowevei, to the Convefiiun PrivtlcKc -ind lii'iic

I of hi drpendency (

'ao'llicpi'iidc

m you

iicy pc(i

ihiil'Jth

CONVERSION PRIVILEGE

We will luii'' to any Coveied Member v4io attalni. the a^e ol ]'>, i< niaiiied jnior Ihereto or who ceau't to be depciiilriit on

you while Ihit Policy it In force. If he loclectt by written notice tout inailcd within II dayt alter he hat ccaved to be ehrjble

at a Covered Member under llilii Policy, an individual policy piovidiiiK the benelilt then bciiiti Itiucd by ui which are mott

nearly tirmlar to hut not Kieuter than those provided under tint Policy and al the |>rciiiiuin rale for hit altalned atfc upon
coiiveiiion. No evidence of inturablllty will be reijuired for tuch policy, and the l.ffective Hate, for the purjiote of iiiter-

pieting the |iioViiiiiin entitled 'Time Limit on Ccrl.iui IJeleniet," will be the dale tuch Covered Membci wat oiiKinally iniuicd

under ihit Policy. No Innefili will be jiayable under tuch pulley, liowcvci, fur any injury ui (ickjiCM fur winch bcncriti were

payabk under Ihls Pulley.

DEFINITIONS

"(.'overed Member" meani you or any family rririnbcr named in the Policy Sthedule or in a Mibneijiirnt amendmeni theicto;

provided, however, thai only you, your tpoute,and uririmriR-d dcpriidnil ihlldrcn between the a^e^ ol I inonlli and l'> yeart

and any other udulit dejiendent on you arc ehKll>le to be Covered MrinbiT, r'ovried Mcmbeii may eiiher be included at Ihe

time of original ittiii? oi may be added al a later time while Ihn Poluy i-. in lorce iijiori Mibiniition ol proper aiiphcaliori.

"SIckneu" meaiii ilckncH or diieaiw which la llilt nunlfeiled alter the I lledive Date ol tint Policy and while ihii Policy it in

force.

"Injury" meuni accidental bmllly injury tutlalned, diicclly and lndc|Kndenlly ul all other cauiet, on or alter the Lllcclivc

Dale ul Ihit Pohcy and while lliit Policy it in loicc

"Phytician" meant a duly licenied phytician or duly llcenicd practitioner who li practicing wilhiii Ihe Kopc uf hit liccnte and
who l> nut iinincdi itely related lo yuii.

I "Nuiie" tnearii a giaduale. Kegltlered Nurie,(K N.), who it not imme<haiely related to yuu.
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"liu&|)itil" mcjin ail iitiitiludon whose ptiiicipiil piitpo^i- in pioviJin^ nirdual cjr<? afivl Ircaltucnt lui inimcd ^nil SKk persons

on a icsidcnl piliciil basis, and wliicli mainlaiiis lacililics liii iticdicjl duii>i>»is aiid Ircjiiiicnl nl sucli |Ni»>m by ui under

llic supcivision ol a slafi of physicians, and whith provides 2-( houi a day nuisini; seiMee by and undci the supervision of

rcpslered nuiscs, and svhicti provides tauililics lor inaioi surKcry, and which is not, othei than incidentatly, a place ul icsi a

place lor the aited, a place lor drui; addicts, a place lor alcuhulics. a menial uisliliiiion, a tuberculosis sanatorium and/or

hospital, or a nursiit);, convalescent, lehabililalion or exlendcd caic lacility. Hospital shall not mean any racilily owned or

o|Kialed by the United Slates government or any of its agencies which does not leipiire payment lor its services

"Kesidcnl Patient" means one who is conlnied to a Hospital and fur whom a charge is made by the Hospilul fui each diy so

confined. Tins does nut include one whose eonnnetnenl is not necessary foi medical ttcattiient ur who is occupying any foini

of rest, nursing, cunvalcscciit, ichabilitalion or extended care facility.

"rontlnuously Confined At Home" means necessary and continuous coiirincnient at home, under the care of a physician,

which sliall not be leiiiiinaird by reason of necessary visits to the doctor's ufllcc or hospital and/or sitting in the sunshine

upon the recommoiidation of your doctor

RECURRENT CONDITIONS

me pasahic uriilei this Policy toi .iiiy condilion, if sii|isc()iirhi expenses ate incuiied I'oi the same oi a

dilions. such expei'.ses shall he icgaided as iiicuiied loi the same iiifuiy oi sickness unless sepatated

ol '10 J.iys ihniii,; which time the |Kison incuiiiiig such ex|H'nse has resumed lull normal acliviiies,

III which case ilie '.iihse>|iieiit eN|>enses will be considered lo result Iroin a new injury or sickness, suh|ecl to the liimlalioiis

and conditions ol this Tolicy.

EXCLUSIONS

We will not piy beiiellts for any loss cwsed by or conliibuied to hy (II W.ii oi nny act oi war. (2) rrcf.iiaiKy. eM.ept il

prs'vrded under the Maternity Ucncril provision; (.1) Any mental disease oi diskirslei

UNIFORM PROVISIONS

ENTIRE CONTRACT: CHANGES: This Policy, togelliei with any endorsements and papeit, constitute the ciiiiic contract ol

insurance. No change m this Policy shall he valid until approved by one of oui executive ollicers and unless such approval bo

endorsed hereon oi att.iched heicto None of out agents has authority lo change this Policy or lo s«aive any of its provisions.

TIME LIMIT ON CERTAIN OEFENSFS; (.i) After 2 years from (ho Kl'Icclive Date of this Policy tin stalemenis c,\cepl

fraudulent misstaiemeiits, made hy you in the application for this Policy shall be used lo void this i'oiicy or to ileus a claim

foi loss incurred commencing after the expiration of such 2 year peiiod, (b) No cKiini lor loss incurred coinineiicing after 2

years from the lllective Date of this Policy shall he reduced or denied on the grounds that a disease or physical condition not

excluded from coverage by name or S)sccillc description had existed prior to the Lffcclive Date of this Policy.

GRACE PERIOD: A grace (leriod of II days will he granted lor the payment of each pionuum falling due alter the Inst

pieiruum, duimg which grace |)i-riod this Policy shall continue in force.

REINSVAVEMENT OF POLICY: If this Policy has lapsed, a suhsei|uenl ncceplance of a premium by ul ui by any agcnl duly

aulhorucd by us to accept such piennum, without reipiiimg an applicollon for reinstatement, shall relnstule this Policy;

provided, howevei, that if we oi oui afciit ie,|uiies pplicalion lor reiint,ileriieni and issues a conditional receipt lor the

premium tendered, this Policy will he leiiislaud upon .nipioval ol such apiilicalion hy us or, lacSsirig such appioval. upon the

'ISlh day following Ihc dale of such applKiUinii uiilrss ssc have previously iiutili.'d you in svritlngol our disjppioval Ihis

reinstated Policy sliall covei only K-ss lesuliiiig Irom aiudeiilal injury as may he sustained alter the dale of leiiisiaieiiierit and

loss due lo sickness as may begin more than Id d.iys alter such date. In all other respects you and wo shall have the same
liglils as each had under this Policy immediately before the duo date uf llic defaulted pioiruuni, subject lu any icslilctions

which arc attached in connection with the reinstalemenl

NOTICE OF CLAIMS: Written notice of claim must be given lo us within 20 days al'tei the iK'Cuti«nce ui cunimeiicoment uf

aiiv loss coveted hv this Policy or as soon thereaflei as is reasonably possible. Notice given by you or on your behalf lo ui, or

to any of out aulliori/ed agents, with mfoimalion s'lflicienl to identify you, shall be docined notice to us

CLAIM FORMS: Upon recelfit of a notice of claim sve will furnish you such forms as are usually furnislied by us for filing

pioofs of loss. If we do not furnish such forms within I S days alter the giving of such nonce you shall be deemed to have

complied with the rei|Ulrenieiits of this Policy os lo proof of loss upon submitlmg. within the tune fixed in this Policy foi

liliii)' proofs ol lusj. wiiltcn piouf covering the occurrence, chaiactci and extent of loss

PROOF OF LOSS: Wiiiten proof of loss must he I'uimshed lu us oi lu any of our authori/ed a.itents in ease of claim loi loss

foi which Ibis Policy provides any periodic payment contingent upon continuing loss within ''il days alter the teirnirialiori ol

the period lor which we are liable and m case of claim for any other loss svitliin 'W days alter the date of such loss Yout
failure to furnish such proof within the time rei|uiied shall not invalidate oi leduce any claim if it was noi reasonably possible

lor you lo gise proof within such time, provided such proof is luimslied as soon as ieason.ihly possible and in no event

except in the .ibsence of legal capacity, later than one year from the time proof is otherwise rci|uirod

TIME OF PAYMENT OF CLAIMS: All henefils payable under this Pohcy for any loss other than loss for which this Policy

provides any periodic paynient, will be paid immediately upon receipt of due written piool of such loss .Subject to duo
written proof of loss, all accrued hencllts for loss lor which this Policy provides periodic payment will be paid monlhlv, and

any balance remaining unjsaid upon the tcrnunation uf liability ssil| be paid iininedialely upon leceipt of due wiiiteri proof

PAYMENT OF CLAIMS: All henelils will be payable to you during yout lirctmic. Any accrued beneliis unpaid at youi death

will be paid lo your herieliciary , or in the absence of a named beiiclisiaiy, to youi estate thai, at our option, we may pay any
such acciiied benelits. up to an amount not exceeding bl,U(IO.io any (dative by blood or connection by mairiane ol yours
who IS deemed by us to be eijuitably eniiiled tlietolo Any payment made by us in good faith pursuant to tint piuvision shall

fully discharge us to the extent of such payment

PHYSICAL EXAMINATIONS: At our own expense we shall hove the tight and opporluniiy lo examine any Covoiod Member
when and as often as we may r:asonahly iei|uiic duiiiig the pendency uf a claim lierouiider and 10 make iin autopsy In case of
death whcie il is noi I'oihidden by law.

LEGAL ACTIONS; No action at law or in et|ully shall be brouplit lo recover on this Policy prior lo the expiration of M) days
altei wiiiii-n pio.il ,if loss hjs been furnished In accoidance with the leiiuiicinenis of this Policy oi after the expiration of ]

years alter the nine written piuof of loss is lequiied to be luriiishcd

n

•r!'t^Jwt.X'tij:3cr5K?s^fi5a,^^
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ADDITIONAL PROVISIONS

CONFORMITY WITH STATE STATUTES: Any provision of Ihis Policy, wliicli on ili F.ffoclivc Date, is in conflict with the

iljlulcs ol ihc sijle Ml vrhicli you and other Covered Members reside on such date, is hereby amended to conform to the

mininruiM ici|uucnicnt^ of such sUtutcs.

INTOXICANTS AND NARCOTICS: We shall not be liable for loss sustained or contracted in consequence of your being

intoxitjicJ M under Ihc iiinuitice of any narcotic unless administered on the advice of a physician.

MISSTATEMENT OF AGE: If the af;c of any rovercd .Member has been nusslated. all amounts payable under this Policy

sliall be such as ihc premium paid would have purchased at the correct age.

UNPAID PREMIUM: Upon the payment of a claim under this Policy, any premium then duo and unpaid or covered by any

note or «micii mdct may be deducted therefrom.

PREMIUM PAYMENT: l:ach renewal premium is due at the expiration of the prenvium period for which the preceding

premium was paid, I'teniiums are payable to us or to our duly authorized representative. The payment of any premium shall

not continue this Policy in force beyond the next premium due date, except as otherwise provided herein.

OTHER INSURANCE IN OUR COMPANY: Insurance effective at any one time for a Covered Member under a like Policy or

Policies ill tills Conipjny is hmilcj lo the one such Policy elected by such Covered Member, his beneficiary, or his estate, as

the case may he. We will return all premiums paid for all other such Policies.

CLERICAL ERROR: A clerical error by us shall not invalidate insurance otherwise validly in force, nor continue insurance

otherwise not validly in force.

INWITMSSWlllRIOi'. : have c iscd ihis Policy to be sicncd by i rCh; an of the lioa/d and Secretary.

h
VVilliani \V. Scruiilon

Chuiriium of llic Board

itlcni ngcnt if required hy
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NATIONAL HOME LIFE ASSURANCE COMPANY 7^^
\i 1H L. .e Lev:3l Reserve Companv of St. Loui'i. Missouri - xf^r-

DMiNrS'^PATlVE OFFICES VALLEY FORGE, PENNSYLVANIA

Extra CashJ-{ospitalization

JndemnityPlan

In this Policy, the Insured will be referred lo as "vou," "your," or "yours," and National Home Life Assurance

Company will be ret>rred to as 'Ve," "our," or "us."

We wiil pay benefits to you for loss incurred hereunder resulting from injury or sickness, to the extent herein

limited and provided. We w il! not pay benefits for confinement in any faciUty contracted for or operated by the

Ur.ned Stales Govemrncnt for the treatment of members or ex-members of the Armed Forces.

CONSIDERATION

Thi? PoLcy 15 issued to you m consideration of the payment of the first premium slated in the Policy Schedule. !t shall take

eifect on the Effective Date specified m the Policy Schedule.

RIGHT TO EXAMINE POLICY

U tor any reason you are not saiisfied with this Policy, you may surrender it by delivering it or mailing if. within I* days

from the date you receive it, to us or to any of our authorized agents. Immediately upon such delivery ormail'.nci, Cii; Policy

shall be deemed void from the beginning and any premium you have paid on it will be refunded to you.

GUARANTEED RENEWABLE FOR YOUR LIFETIME SUBJECT TO OUR RIGHT TO CHANGE
TABLE OF PREMIUM RATES

\\> guarantee to renew this Policy as long as you bve. subject lo its terms and conditions, and to the timely payment

in advance or withm the Grace Period, of the renewal premium at our premium rate in effect for all policies m this series.

XH K>-6d9 Cal. R. in the state, territory or country in whjch you reside at the time of s>ich renewal, and we agree that no

adiusiment in premium rale shall be made on this Policy unless such adjustment is made on all such policies in iJie state.

terntory or country m which you reside at the time of such adjustment. Any such adjustment will be based on the ages

and sex of the Covered Merr.ber- on the Effective Date of this Policy.

Injuries sustained or sickness fi

this Pobcv has been m 'force lo

PRE-EXISTING CONDITIONS

esied before the Effective Date of thisPohcy will be covered for loss incurred after

[fs. Other injuries or sickness will be covered as of the Effective Date.

BENEFIT PROVISIONS

PWMHLY HOSPITAL BENEFIT. When injury or sickness necessitates hospital confinement of a Covered Member as a

Resident Patient at the direction and under the care of a physician, commencing while this Policy is in force for si!ch Covered

Member, we will pay for the period of such confinement, beginrung with the first oay of any such continuous confinement as

2 rrsult of injury and beginning with the day of such continuous cortfinement as shown in the Policy Schedule as a result of

sivkaess, an amount per month equal to the Monthly Indemnity shown in the Policy Schedule, subject to the foIlowLng;

If such member is an unmarried dependent child, under 19 years of age. we will pay 60% of the Monthly Indemnity

shown in the PoUcy Schedule for the covered period of confinement.

Tfiese benefits are subject to the prorision entitled "Recun
one full month a proporfionate payment will be made.

t Conditions". For periods of hospital confine

MATERNITY BENEFIT: If the Matern

reason of pregnancy, childbirth or misc,

MontWy Indemnity shovt-n in the PoJic

Wife is insured under this Policy at the ti

ty Benefit is provided as specified in the Policy Schedule, or by endorsement, and by

rr.age, the Covered V/ife is confined to a hospital, we will pay you at the rate of the

/ Schedule for the period of such confinement subject to the requirement that the

ne hospital confinement commences and during the entire period of pregnancy.

NEWBORN CHILDREN: If the PoUcy Schedule specifies coverage fo

child bom to you and your spouse while Lhe Policy is in force will ,

premium charge will be made.

unmarried dependent children under 19 years of age, a

itomaticallv become a Covered Merr;ber. No additional

iS^i3tt5?i?ttJ?»tjri?r5^i:^:;i?^^
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Dl^iElifflERMENT EEWEFIT: SVhen accidents] bodily injury to a Covered Member results, within 90 days from the date of

tiie ac'jideat causing such injury. iJi any of ihe losses specified below, we will pay you the sum set opposite the specific loss.

, Id the event of more than one loss only one sum will be paid, the larger. Payment made under this provision shall be in

addition to any other benefits payable under this Policy.

For iojury resulting in loss of:

Both hands or both feet or the sight cf both eyes S2,000 00

One hand and one foot $2,000.00

One hand or one foot and si^ht of one eye ' ' 52,000.00

One hand or one feat or sjghi of one eye 51,000,00

Loss of harKl or foot means severance at or ibove the wnsl or ankle joint.

Loss of sight must be entire and irrecoverable.

SIMULTANEOUS CONFINEMENT BENEFIT: If husband and wife are simultaneously confined in a hospital because of

trqury, and while both are covirred under (his Pobcy. the applicable Monthly Indemnity for hospital confinement for each will

be doubled during the actual period of ume that both are simuluneously confined.

REGISTERED NURSE AT HOME BENEFIT: Wlien by reason of injury or sickness a Covered Member is continuously

confmed at home immediately following .i penod of hospital confinement of 5 consecutive days or more and for which

beaeftts were pad under the Monthly Hospital Benefit provision, and the services of a registered nurse are employed under

the direction of the attending physician and expenses for employment of such nurse are actually incuired by you, we will pay

at the rate of $400 per mooih for a period not to exceed 12 months for any one injury or sickness subject to the foUowmg
lirmtations:

a) Such Euirse must be employed within 5 days following the immediately preceding period of hospital confinement.

b) Such muse shall perform not less than one full 8-lioui shift on any day or days such nursing care is required.

. c) No benefit shall be paid for nursmg services rendered more than 14 months after the immediately preceding period of

covered hospital confinement.

For periods of coveted Regjsicred Nurse At Home expenses of less than one full month, a proportionate payment will be

made.

WAIVER OF PREMIUM PROVISIONS

Afl^r you or your spouse has been confined in a hospital for 8 consecutive weeks following the Elimination Period, if any.

and while this Pclicy is m force, we will waive all premiums which become due on this Policy durmg the further period of

such confinement aad this Policy wiU remain in full force during the period for which premiums are waived, subject to all its

conditions, except as to payment by you. After termination of such hospiial confinenieiit for which premiums are waived.

this Policy slial! continue in force until liic next premium due date at which time you shall have the riglit to resume payment
of premiums as provided m this PoUcy.

TERMINATION
' A covered dependent chiJd shal! cease to be covered upon the earlier to occur of the premium due date coinciding with or

next following hii marriage, his nineteenth birthday, or his ceasing to be living in your household except while attending

colkge; (subject, however, to liie Conversion Privilege prevision), except that hii coverage under this Policy bhall not

terminate at age 19 if he is incapable of ielf support due to menial retardation or physical handicap and is chiefly dependent

upon you for suppoii and maintenance, providmg you fumi-^h satusfaciory proof of his mcapacity to us within 31 days of his

19th birthday and you continue to pay the required premium. Beginning with such child's 19th birthday the premium
required vill be thai amount appbcable to his attained age. Such child shall continue to be eligible for as long as such

incapacity confmoes. If we accept a premium on account of any covered dependent child which v/ould continue coverage

beyond the date of tcrminaiion descnbed above, coverage for such dependent child shall be extended for the period to which
such premium applies. If a cjwered dependent child is hospitalized within 90 days of termination, by reason of injury or

sickness ohginating while the policy is tn force, benefits under this Policy for such dependent child shall be extended for the

period to which confint-meni conimues, Wherever used in this paragraph, "19th birthday" shall mean the premium due dale

coincadingwirti or next foUowmg the 19th birthday of a covered dependent child.

CONVERSION PRIVILEGE

We win issue to any Covered Member who ceases to be covered upon Ihe earlier to occur of the premium due date coinciding

with or TisnLt foBowing his marriage, his nineteenth birthday, or his ceasing to be living in your household except while

attending collage whilp t^is Policy is in force, if he so elects m written notice to us maded within 31 days after he has ceased

to be eliipl^le as a Coveicd .Metriber utKier the Policy, an individual policy providing the benefits then being issued by us

which are most nearly simJar to but not greater than those provided under this Policy and at the premium rate for his

attained age upon corversion. No evidence of msurabtliiy wdi be required for such policy, and the Effective Date, fur the

purpose of inlrtpteting the provision emiticd "Time Limit on Certain Defenses" will be the date such Covered Member was

oriipnally insured under this Polic-y. No benefits will be payable under aich policy, however, for any injury or sickness for

which benefits were payable under this Policy.

DEFINITIONS

"Covered Member" means you or any family member named in the Policy Schedule or in a subsequent amendment thereto;

provided, however, thai only you, your spouse, and unmarried dependent children under 1 9 years of age and any other adults

depenilent on you are eligible to be Covered Members. Covered Members may either be included at the time of original issue

or may be added at a later tinie while thtt Policy is in force upon submission of proper application,

"Sjcicnes*"^ meana sickness or disease whkh is first manifested after the Effective Dale of this Policy and while this Policy is in

fofce.

"fniufy" jneaas accidental bodSy injury saitained on or after the Effcctiv

fojce.

Ditc of thii Policy and while this Policy is in

"Hiyaician" meaia a duly licenied physicun or duly licenied practitioner who is practicing within the scope of his license and

who a Qcithtr your spouse nor immediately related to you.

"Baste" iscafa a paduate. Re^tered Nuisc, (R.N.>, who is not immediately related to you.

xh:%pc)%x%:!cspa^iipcspc!ixzpcipc%:!cisc^^
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"Hospiiaf" means an instilution whose pfincipi! pL

on u resident patient basis; and which maintains fac

supervision of a staff of one or more physician

supervision of registered nuises; and which provide

rest, a place for ihe aged, a place for drug addic

rpose IS piovidin^ medical cate and irealmeni K>r injured and sick persons

lines for medicaJ diagnosis and treatmeni of such persons by or under ihe

; and which provides 24 liour a day nursing service by and under ihe

i facihties for surgery; and which is noi oilier than incideniaUy. a place of

, place for alcoholics, a menial institution, a nursing, convajesceni

rehabiiiiation or emended care faciht>-. Hospital shall not mean any facility contracted for or operated by the United Stait

Government for the treatment of members or ex-members of the Armed Forces.

"Resident Patient" means one who is confined to a hospital. This does not include one whose confinement is nut neccssat

for medical treatment or who is using the institution primarily as a form of rest, nursing, convalescent, rehabdiiation (

extended care facility.

"Continuously Confined At Home" means necessary and continuous confinement at home, under the care of a physicui

which sliall not be terminated by reason of necessary visits to the doctor's office or hospital and/or sitting in the sunshir

upon the recommendation of your doctor.

RECURRENT COINJDITiOIMS

After benefits have become payable under this Pohcy for any

incurred for the same or related condition or conditions, such i

or sickness unless separated by a continuous period of 90 days i

resumed full normal activities in which case the subsequent coi

sickness, subject to the limitations and conditions of this Policy.

nditiun. if subsequent hospital or home confinement is

"mement shall be regarded as incurred for the same injury

ng which lime the person incurring such confinement has

e:neni will be considered to result from a new mjurj- or

We will not pay benefit for any loss -_, ..,

Malerniiy Benefit provision; (3) Any mental disease or funct

EXCLUSIONS

sed by: f I) War or anv act of v

nal nervous diiord'j

: (2) Pregnancy, exccpi if provided under the

UNIFORM PROVISIONS

ENTIRE CONTRACT; CHANGES: This Pohcy, together- wi

entire contract of insurance. No change in this Policy shall b'

th any endorsements and attached papers, if any. consiiiute

? valid until approved by one of our executive officers and un

[he

ed hcreun died hereto. None of our agents ha; utho change this Policy or to waive any

. from ihe Effective Date of this Policy shall

xcluded Irom coverage by name or specific

such approval be t

of Its provisions.

TIME LIMIT ON CERTAIN DEFENSES: No claim for loss incurred after 2

be reduced or denied on the grounds that a disease or physical condition i

description had existed pnor to the Effective Date of this Policy.

GRACE PERIOD: A grace period of 31 days will be granted for the payment of each premium falling due after the first

premium, dunng which grace period this Policy shall continue in force.

REINSTATEMENT OF POLICY: If any renewal premium be not paid within the time granted you for payment, a subsequent

acceptance of a premium by us or by any agent duly authorized by us to accept such premium, without requiring an

apphcaiion for reinstatement, shall reinstate this Policy; provided, however, that if we or our agent requires an application for

reinstatement and issues a conditional receipt for Ihe premium tendered, this Policy will be reinstated upon approval of such

application by us or, lacking such approval, upon the 45ih day foUov/in^ the date of such conditional receipt unless we have

previously notifed you in writing of our disapproval. This reinstated Policy shall cover only loss resulting I'rom accidental

injury as may be sustained after the dale of reinstatement and loss due to sickness as may begin more than lOdaysafier such

date. In all other respects you and we shall have the same rights as each had under this Policy immediately bciore the due

date of the defaulted premium, subject to any restrictions which are attached in connection with the reinstatement.

NOTICE OF CLAIMS: Written notice of claim must be given to us within 20 days after the occurrence or commencement of

any loss covered by this Policy or as soon thereafter as is reasonably possible. Notice given by you or on your behalf lo our

Adminisiraiive Offices: Valley Forge, Peimsylvana, or to any of our authorized agents, with information sufficient to

Identify you, shall be deemed notice to us.

CLAIM FORMS: Upon receipt of a notice of claim we will furnish you such forms as are usually furnished by us for filing

proofs of losi. If we do not furnish such forms within 15 days after the giving of such notice you sh:;ll be deemed to have

complied wuh the requirements of this Policy as to proof of loss upon submitting, within the time fixed in this Policy for

filing pfools of loss, wntlen proof covering the occurrence, character and extent of loss.

PROOF OF LOSS: Written proof of loss must be furnished to us or to any of our authorized agents in case of claim for loss

for wiuch this Policy provides any periodic payment contingent upon continuing loss within 90 days after the termination uf

the period for which we arc liable and in case of claim for any other loss within 90 days after the dale of such loss. Your

failure to furnish such proof within the time required shall not invalidate or reduce any claim if it was not reasonably possible

for you to give proof within such tune, provided such proof is furnislied as soon as reasonably possible and in no event,

except in the absence of legal capacity, later than one year from the lime proof is otherwise required.

TIME OF PAYMENT OF CLAIMS: AH benefits payable under this Policy for any loss other than loss for which this Policy

provides any periodic payment, will be paid immediately upon receipt of due written proof of such loss. Subject to due

written proof of loss, all accrued benefits for loss for which this Policy provides periodic payment will be paid monthly, and

any balance remaining unpaid upon the termination of liability will be paid immediately upon receipt of due written proof

PAYMENT OF CLAIMS: All benefits will be payable to you during your lifetime. A.ny accrued benefits unpaid at your death

wiii be paid to your beneficiar/, or in the absence of a nan;ed beneficiary, to your estate except that, at our option, we may
pay any such accrued benefits, up to an amount not exceeding S 1 ,000. to zr,y relative by blood or connection by marriage of

yours who is deemed by us lo be equitably entitled thereto. Any payment made by us in good faith pursuant to this provision

shall fully discharge us lo the extent of such payment.

PHYSICAL EXAMINATIONS: At our own expense we shall have the right and opportunity to examine any Covered Member
when and as often as we may reasonably require during the pendency of a claim hereunder and to make an autopsy m case of

death where it is not forbidden by law.

LEGAL ACTIONS: No action at law or in equity shall be brouglit to recover on this Policy prior to the expiration of 60 days

after wnlten proof of loss has been furnished in accordance with the requirements of this Policy or after Ihe expiration of 3

years after the time written proof of loss is required to be furnished.

a
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ADDITIONAL PROVISIONS

CONFORMITY WITH STATE STATUTES; Anv prnviMon .il this l'olic> . wliicli oi, iK LUccIivi: Dm. is m onllicl

slalales ol ihe iUlc in *hith you jnd oilici CCvctcd ML-nbcrs icmJc on micIi JjIc. ij. liL-rfby ajnemicd Lo cuiilur

minimum requirements of such statutes.

INTOXICANTS AND NARCOTICS: We shall not be hahie l.ir loss sustained or eontratted iii consequcnee of y.

inlo^ieated or under the influence of any narcotic unless adininisteicd on llie advice ol a physician.

MISSTATEMENT OF AGE: If the age of any Covered Member has been mlsslaled. all aniounis payable under I!

shall be sucli as the premium paid would have purchased at the correct age.

UNPAID PREMIUM: Upon the payment of a claim under this Policy, any premiiiin then due and unpaid or coven

;:"te or wiitleii .irder may be deducted therefrom.

PREMIUM PAYMENT: tacli renewal premium is due at the e,\piralion .)! ;li.-- premium period lor which the

premium was paid Premiums are payable to us or to ourduly aulhori/cd ccptcsci i.nivt The payment of any pren

nut continue this Policy in force beyond the next premium due dale. es^;?i j- ulicri'.i-.e provided herein.

OTHER INSURANCE IN OUR COMPANY: Insurance effective at any one time tor ., C ovcred Member under a like

Policies in this Company is limited to the one such Policy elected by such Covered Member, his bencliciary. or his

.he case may be. We will return ail premiums paid for all otliei such Policies.

CLERICAL ERROR; .^i clerical error by us shall not invalidate insurance otherwise validly in force, nor continue

otherwise not validiv in force.

IN WlTNtSS WHFRtOF. we have caused this Policy to be signed bv sident and .Secretary.

[Jl^ c_tel^
WilhamC Ke

5ecrerirr.i'

T Robert Wilcox

frexiJent

Counlcisignature o! liLcnscd reMdeiii jgem i!' required b>
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NATIONAL HOME ASSURANCE COMPANY OF NEW YORK
An Old Lin* Ltgal Rtstrve Company ol New York, New York

ADMINISTRATIVE OFFICES. VALLEY FORGE, PENNSYLVANIA

J-{ospitalization Indemnity Plan

In this Policy, the Insured will be referred to as "you," "your." or "yours." and the National Home Assurance

Company of New York will be referred to as "we," "our," or "us".

We will pay benefits to you for loss incurred hereunder resulting from injury or sickness, to the extent herein

limited and provided.

CONSIDERATION

» This Policy is issued to you In consideration of the payment of (he first premium slated in the Policy Schedule . It shall take

effect on the Effective Date specified in the Policy Schedule, provided the first premium is paid within 10 days of the

Effective Date, and shall continue in force until the end of the Initial Term specified in the Schedule,

RIGHT TO EXAMINE POLICY

If for any reason you are not satisfied with this Policy, you may surrender it by delivering it or mading it. within 10 days

from the date you receive it, to us or to any of our authorized agents. Immediately upon suth delivery or mailing, this Policy

shall be deemed void from the beginning and any premium you have paid on ii will be refunded to you.

GUARANTEED RENEWABLE FOR YOUR LIFETIME SUBJECT TO OUR
RIGHT TO CHANGE TABLE OF PREMIUM RATES

We guarantee to renew this Policy as long as you live, subject to its terms and conditions, and to the timely payment, in

advance or within the Grace Penod. of the renewal premium at our premium rale in effect for all policies and classes of

policyholders in this series. NHNY 10-66^ in the state, terniory or count r> in which you reside at the lime of such renewal,

and we agree that no adjusimenl m prenuum rate shall be made on this Policy unless such adjustment is made on all such

policies or such classes o! policyholders in the state, territory or country m which you reside at the lime of such adjusimcnt.

Any such adjustment will be based on the ages and sex of the Covered Members on the Effective Date of this Policy.

BENEFIT PROVISIONS
MONTHLY HOSPITAL BENEFIT: When injury or sickness necessitates hospital confinement of a Covered Member as a

Resident Patient at the direction and under the care of a physician, commencing white this Policy is in force for such Covered

Member, we will pay for the period of such confinement, beginning with the first day of any such continuous confinement as

a result of injury and beginning with the day of such continuous confinement as shown in the Policy Schedule as a result of

sickness, an amount per month equal to the Monthly Indemnity shown in the Pobcy Schedule, subject to the following

a) If such member is under age 65 (but not an unmarned dependent child) at the time hospital confinement commences, we
will pay the Monthly Indemnity shown m the Pobcy Schedule.

b) If such member is age 65 or over at the time hospital confinement commences, we will pay 70% of the Monthly

Indemnity shown in the Policy Schedule during the first 3 months of such covered confinement. If such confinement

continues for more than 3 months, the full Monthly indemnity shown in the Policy Schedule will be paid during such

continuous confinement beginnmg with the 4ih month

c) If such member is an unmarned dependent cfuld, between the ages of I month and 19 years, we will pay 60% of the

Monthly Indemnity shown in the Pobcy Schedule for the covered period of confinement.

These benefits are subject to the provision entitled "Recurrent Conditions" set forth below. For periods of hospital confine-

ment of less than one full month a proportionate payment will be made.

NEWBORN CHILDREN: If this Pobcy provides coverage for unmarried dependent children between the ages of I month
and 19 years as specified in the Policy Schedule, a child born to you and your spouse while this Policy is in force will

automatically become a Covered Member at the age of 1 month. No additional premium charge will be made.

PRE-EXISTING CONDITIONS: Hospital confinements commencing after the effective date of this policy shall be covered

unless the nines', (sickness, disease oi physical condition) causing the confinement was medically advised or manifested

within two years immediately prior to the effective date. Such limitation will not be invoked, however, unless the illness

was a kind or of such severity that the company, in accordance with iis underwriting standards applicable to the under-

written forms or to like or similar insurance, would decline such insurance or require policy modification (use of an impairment

rider). See Uniform Provision entitled "Time Limit on Certain Defenses."

NHNY 10-6^ Page 1

90-319—73—pt. lA 17
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WAIVER OF PREMIUM PROVISION

After you have been confined in the hospital for 8 consecutive weeks while this Policy is in force and while benefits are

payable under this Policy for such confinement, we will waive all premiums which become due on this Policy during the

further period of such confinement and this Policy will remain in full force during the period for which premiums are waived,

subject to all its conduions. except as to payment of premiums by you. After termination of such hospital confmemeni for

which the premiums are waived, this Policy shall continue in force untJ the next premium due date at which time you shall

have the right to resume payment of premiums as provided in this Policy. This provision shall apply only if you (the Insured)

are so confined. ^

TERMINATION

A covered dependent child shall cease to be coveted at the end of the premium paying period following his marriage,

cessation of his dependency on you, or on his 19th birthday, whichever occurs first, subject, however, to the Conversion

Privilege provision.

However, coverage under this Policy shall not terminate at age 19 if he is incapable of self support due lo mental retardation

or physical handicap and is dependent upon you for support and maintenance, provided you furnish satisfactory proof of his

^ incapacity to us within 31 days of his 19th birthday and you continue to pay the required dependent premium. Beginning

with such child's 19th birthday, the Monthly Indemnity Benefit payable for confinements commencing thereafter will

increase to the full amount listed in Ihe PoUcy Schedule. Such child shall continue to be eligible for as long as such incapacity •

continues.

Upon your insured spouse ceasing to be your spouse, because of divorce, legal separation or marriage annulment, such person

shall no longer be eligible for renewal under this policy and the coverage for such person shaU terminate at the end of the

then current premium paying period. Such person shall have the right of conversion as stated in the Conversion Privilege

provision. In the event of your death while this poUcy is in force, if your spouse is included as a Coveted Member, then such

spouse shall become the principal Insured.

CONVERSION PRIVILEGE-

We will issue to any Covered Member who attains the age of 19; who is married prior to age 19; who ceases to be dependent

on you; who is divorced or separated from you; whose maniage has been annulled; and while this policy is in force, if he so

elects by written nonce to us mailed within 31 days after the end of the premium period during which he has ceased to be

eligible as a Covered Member under this Policy, an individual policy providing the benefits then being issued by us which are

most nearly similar to but not greater than those provided to adults under age 65 under this policy and at the premium rale .

for such person's attained age upon conversion. No evidence of insurabibty will be required for such policy, and the Effective

Date, for the purpose of interpreting the provision entitled "Time Limit on Certain Defenses", will be the date such Covered

Member was originally insured under this Policy. No benefits will be payable_ under such policy, however, for any injury or

sickness for which benefits are payable under this Policy.

DEFINITIONS

"Covered Member" means you or any family member indicated in the Policy Schedule or in a subsequent amendment

thereto; provided, however, that only you, your spouse, and unmarried dependent children between the ages of I monihand

19 years and any other adults dependent on you are eligible to be Covered Members. Covered Members may eilhet be

included a! (he time of original issue or may be added at a later Ume while this Policy is in force upon submission and

approval of the proper application and payment of the required additional premium (if any).

"Sickness" means sickness or disease of a Covered Member which is first manifested after the Effective Date of coverage of

such member and while the coverage of this Policy is in force as to such Covered Member.

"injury" means accidental bodily injury sustained by a Covered Member directly and independently of all other causes on or

after the Effective Date of coverage of such member and while the coverage of this Policy is in force as to such Covered

Member.

, .."Physician" means a duly licensed physician or duly licensed practitioner who is practicing within the scope of his license and

who is not immediately related to you.

^ :, "Hospital" means an institution whose principal purpose is providing medical care and treatment for injured and sick penons

I,'- on a resident patient basis; and vAich maintains facilities for medical diagnosis and treatment of such persons, by or under.

*.' the supervision of a staff of physicians; and which provides 24 hour a day nursing service by and under the supervision of

''
- registered nurses; and which provides facUilies for major surgery; and which is not, other than incidentally, a place of rest, i

. "place for the aged, a place for drug addicts, a place for alcohoUcs, a mental institution, a tuberculosis sanatorium and/ot .

:- hospital, or a nursing, convalescent, rehabilitation or extended care facihly. Hospital shall not mean any facility owned or

operated by the United Stale government or any of its agencies which does not require payment for its services.

"Resident Patient" means one who is confined to a Hospital and Is charged by the Hospital for each day so confined. This

,; docs not include one whose confinement is not necessary for medical treatment or who is occupying any form of rest,

nursing, convalescent, rehabilitation or extended care facility;

RECURRENT CONDltipNS

After benefits have become payable, under this Policy for any condition, if hospital confmemcnt !s required for the same ot a

. related condition or conditions, such confinement shall be regarded as required for the same injury or sickness unless

leparated by a continuous period of 90 days during which .time the perion requiring such confinement has resumed full,

normal acUvitiss, in which case the subsequent confinement wUI be considered to result from a new injury or sickness, subject

to the limitations and conditions of this PoUcy. "•• *• ,t. . ..•»«, •^••'/W

' •. .' .r' '.T'^^j^^.i- ' ' '
"
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normal acllvliles, in which case iht subsequent conflnemenl'wUI be considered to resuU from i new injuiy of dclueif,
subject to the limitations and conditions of this Policy. *

EXCLUSIONS
We will not pay bertefiti for any loss caused by or contributed to by: (1) War or any act of war; (2)Pregnan^inuau/nage
or any consequences thereof, (3) Any mental disease or disorder. .

/

UNIFORM PROVISIONS

ENTIRE CONTRACT; CHANGES: This Policy, together with any endorsements ind atuched pipers, if any, constitute the

entire contract of insurance. No change in (his Pohcy shall be valid until approved by one of our executive officers and unless

such approval be endorsed hereon or attached hereto. None of our agents has authority to change this Policy oi to waive any
if Its provisions.

TIME LIMIT ON CERTAIN DEFENSES: No claim for loss incurred or disability commencing after 2 years from the

Effective Date of a Covered Member's coverage under this Policy shall be reduced or denied on the ground that a disease or

physical condiiion not excluded from coverage by name or specific description effective on the date of loss had existed prior

to the Effective Date of such coverage. (This provision is not to be invoked as to loss resulting from any sickness, disease

ot physical condition for which the Covered Member was medically advised or was manifested within two years immediately

prioi to ihc ttYeciive Date of this insurance as to such member for which coverage would be afforded pursuant to the section

captioned BENEFIT PROVISIONS.)

GRACE PERIOD: A grace period of 31 days will be granted for the payment of each prcnuum falling due after the first

premium, during which grace period this Pohcy shall conimue in force.

REINSTATEMENT OF POLICY; If any renewal premium be not paid within the time granted you for payment, a sub-

sequent acceptance of a premium by us or any any agent duly authorized by us to accept such premium, without requiring an

application for reinstatement, shall reinstate this Policy; provided, however, that if we or our agent requires an application for

reinstatement and issues a conditional receipt for the premium tendered, this Policy will be reinstated upur. approval of such

application by us or, lacking sucli approval, upon the 45lh day follow-ing the date of such conditional receipt unless we have

previously notified you in wrihng of our disapproval. This reinstated Policy shall cover only loss resulting from accidental

injury as may be sustained after the dale of reinstatement and loss due to sickness as may begin more than 10 days after such

date. In all other respects you and wc shall have the same rights as each had under this Policy immediately before the due
date of the defaulted premium, subject to uny restrictions which are attached m connection with the reinstatement.

NOTICE OF CLAIMS: Wntten notice of claim must be given to us within 20 days after the occurrence or commencement of

any loss covered by this Policy or as soon thereafter as is reasonably possible. Notice given by you or on your behalf to our

Administrative Offices, Valley Forge, Pennsylvania, or to any of our authorized agents, with information sufficient to

ideniily you. shall be deemed notice to us.

CLAIM FORMS; Upon receipt of a notice of claim we will furnish you such forms as arc Usually furnished by us for filing

proofs of loss. If we do not furnish such forms wuhin 1 5 days afier the giving of such notice you shall be deemed to have

complied with the requirements of this Policy as to proof of loss upon submitting, within the time fixed in this Policy for

filing proofs of loss, written proof covering the occurrence, character and extent of loss.

PROOF OF LOSS: Written proof of loss must be furnished lo us or to any of our authorized agents in case of claim for loss

for which this Policy provides any periodic payment coniingent upon continuing loss within 90 days after the termination of

the period for which wc arc liable and m case of claim for any other loss within 90 days after the date of such loss. Your
failure to furnish such proof within the lime required shall not invalidate or reduce any claim if it was not reasonably possible

for you to give proof within such time, provided such proof is furnished as soon as reasonably possible and in no event,

except in the absence of legal capacity, later than one year from the time proof is otherwise requited.

TIME OF PAYMENT OF CLAIMS: All benefits payable under this Policy for any loss other than loss for which ihis Policy

provides any periodic payrrKnt. will be paid immediately upon receipt of due written proof of such loss. Subject to due
written proof of loss, all accrued benefits for loss for which (his Policy provides periodic payment will be paid monthly, and
any balance remaining unpaid upon the termination of liability will be paid immediately upon receipt of due written proof.

PAYMENT OF CLAIMS: All benefits will be payable (o you during your lifetime. Any accrued benefits unpaid at youf
death will be paid to your beneficiary, or in the absence of a named beneficiary, to your estate, except that, at our option, we
may pay any such accrued benefits, up to an amount not exceeding Jl.OOO to any relative by blood or connection by
marriage of yours who is deemed by us to be equitably entitled (hereto. Any payment made by us in good faith pursuant to

this provision shall fully discharge us lo the extent of such payment.

PHYSICAL EXAMINATIONS AND AUTOPSY: At our ovm expense we shall have the right and opportunity to examine

any Covered Member when and as ofien as wc may reasonably require during the pendency of a claim hereunder and to make
an autopsy in case of death where it is not forbidden by law,

LEGAL ACTIONS: No action at law or in equity shall be brou^t to recover on this Policy prior to the expiration of 60

days after written proof of loss has been furnished in accordance with the lequlrements of this Policy or aftet the ex[>iration

of 3 years after the lime written proof of loss is required lo be furnished.

^

^

la
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ADDITIONAL PROVISIONS ; ; . r

eoHramttTV «TH STATC STATUTe* Any proTOkm of this PoBcy. which, on it« Effectiw D«te.i» in conflict with the

tteOAai of te Kite B\ which you and othn Cowed Memben reside on nch d*te, ii hereby amended to conform to the

inintaium reqalrtineim of tuch stitatss.

mrOXICANTS ANO NAWOIICS: W> than not be liable for loss sustained or contracted in consequence of j^our being .

iatcotictted or onder the tnfloence of any narcotic unless administered on the advice of a physician

.

MtSTATiUKNT OF AQE; If the age of any Conrcd Member has been misstated, all amou.its payable under this Policy

shaB b« tuch as the p(«ndum paid would have purchased at the correct age. >

UWAIO PBEMIUI* Upon the payment of a claim under this Policy, any premium then due and unpaid or covered by any

Bote or written order may be deducted ihetefjom. :

PAEMtUM PAYMENT: Each renewal premium is due at the expiration of the premium period for which the precedmg

pterBium was paid Premiums are payable to us or to our duly authorized representative. The payment of any premium shall

not conlimie this Policy in force beyond the next premium due date, except as otherwise provided herein.

OTt«B INSUftANCE IN OUR COMVANV: Insurance effective at any one time for a Covered Member under a like Policy or

Policies in this Company is limited to the one such PoUcy elected by such Covered Member, his beneficiary, or his estate, at

the case may be. We will return all piemiuma paid for all other such Policies.

EFFECTIVE DATE: This Policy takes effect on its Effective Date and continues in force for the specified term as slated in

the Policy Schedule. All periods of insurance shall begin and end at Twelve O'clock Noon Standard Time at your residence.

IN WITNESS WHEREOF, we hive caused this Policy to be signed by our President and Secretory.

&f

{jlitL.^./^^



805

[Advertisement from the Baltimore Sunday Sun, Jan. 9, 1972]

For first month's protection, mail Enrollment Form with 25 cents before mid-
night, Tuesday, Feb. 1, 1972, to get up to $600 a month tax free cash when you
go to the hospital to help pay for the things your other insurance doesn't cover.

Cash to help pay for the "deductibles"' and "extras."
Cash to help make up for lost paychecks.
Cash to help pay for a housekeeper or practical nurse.
Cash to help keep the kids in school.
Cash so Mom won't have to look for a job.

Cash so you won't have to borrow.

CONTENTS
Page

Why we charge only 25 cents for your first month 2
How this policy never runs out 3
Cash benefits for parent, child, nurse at home, etc 4
Table of exclusions 4
Table of rates (from ages 16 to 65) 5
How these low rates are possible 5
Enrollment form 6

COLLECT AT THE KATE OF $600 A MONTH TAX-FREE CASH WHEN YOU'BE IN THE
HOSPITAL

We have a great family insurance policy for you. It pays at the rate of up to
$600 a month for adults ($360 a month for covered children) for as long as they
stay in the hospital. If husband and wife are hospitalized for injury at the same
time, it pays $2,400 a month !

After you've reached age 65, you're paid half-benefits, but only for your first

three months in the hospital. From then on, you collect full tenefits for as long
as you stay. If you've already reached age 65, please write for special information.
Your first month's premium—just 25 cents. To attract as many new policy-

holders as possible, we charge only 25 cents for the first month.
But be warned. The odds are heavily against your needing hospital care during

your first month. But there's a fifty-fifty change that someone in your family will
go to the hospital this year. If it happens to you, you'll find our benefits a
godsend.

Tax-free cash paid directly to you. The money is tax-free, which makes $600
worth from $711 up to $816 in monthly income, even more if you're in a high
tax bracket. And it is paid directly to you—not to any doctor or hospital. If you
have bills to pay, you decide who gets paid first. If you're free and clear, you
can put the money in the bank.
Regular hospitilization insurance isn't enough. Do you have group insurance

where you work? A Blue Cross Hospialization Plan? A Blue Shield Medical
Plan? Major Medical? Or are you on Medicare? You'll find, if you get to the
hospital, that most policies like these don't pay all of your bills.

Take Medicare, Today there is a $68 Hospital deductible and a $50 Medical
deductible. Then there is 80-20 co-insurance on the medical portion (they pay
80% of the bill and you pay 20%). Finally, there are maximum allowances for
each type of medical service. If a doctor charges more than the allowance—as
many do—you have to pay the difference.

So if you run up a $1,000 medical-hospital bill, you'll probably have to pay
some $200 yourself. Quite possibly more.
This national home policy never runs out. Most people don't discover the limi-

tations of their insurance until they go to the hospital. Then it's too late.

For example, do you know that most group policies have a dollar limit on
what they pay? That many run out in six months? Do you realize, in other
words, that a long illness might put your family on welfare?
Our policy never runs out. If you have to spend the rest of your life in the

hospital, we pay you for the rest of your life. At full benefits. If a husband and
wife are hospitalized for injury at the same time, we pay double benefits—up
to $2,400 a month—and we pay it for life, if necessary.
The National Home policy has very few ifs, and or huts. You can understand

it in just a few minutes. The tables on the next two pages explain exactly
what you get, what you don't get, and what you pay.
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Get started for a quarter. Most important, though, is that it cost only 25^

to cover you and your entire family for the first month. That gives you plenty

of time to study our policy and see how it fills the gaps in the insurance you al-

ready have.
If you like your policy, you can renew it for as little as $3.45 a month. Or

return it in 15 days and get your money back.

If you keep the policy and anything happens to you during that first month,

you're covered. At the rate of $600 a month.

here's what we pay (OVEB and above medicare and all other INSURANCE)

When you're under 65. $600 a month cash when you go to the hospital, start-

ing the sixth day with illness and the 1st day with injury. Payments continue

as long as you are hospitalized—for life if necessary. Or,

$2,400 a month cash from the very first day both husband and wife are

hospitalized for injury. Payments continue as long as both are hospitalized

—

for life if necessary. Plus

—

.$360 a month cash when a covered child (18 and under) goes to the hospital,

starting the sixth day for illness and the 1st day for injury. Payments con-

tinue as long as the child is in hospital.

$400 a month cash for registered nurse at home ordered by doctor within

5 days of a covered hospital stay of 5 days or more. Limit : 12 months or length

of hospital stay, whichever is less.

Up to $2,000 cash for complete accidental loss of limbs or eyesight.

We also pay all your premiums after you, the policyholder, have been con-

fined by a covered hospitalization for 8 weeks in a row. We pay the premiums for

your entire family plus your monthly benefits until you leave the hospital. We
pay them for life if necessary.

After you reach age 65. $300 a month cash when you go to the hospital, starting

the sixth day with illness and the 1st day with injury. Payments continue for

three months, then become. . . .

.$600 a month cash for as long as you're hospitalized—for life if need be. Or,

$1,200 a month cash from the 1st day both husband and wife are hospitalized

for injury. Payments continue for three months, then become. . . .

$2,400 a montii cash for as long as both are hospitalized—for life if necessary.

Plus— ^.
Benefits for Dependent Child, Registered Nurse at Home, Accidental Dismem-

berment and Waiver of Premium are the same as when you're under 65.

Here's what we don't pay. This policy does not cover confinements in Govern-

ment hospitals or hospitalizations due to :

1. War or Act of War.
2. Mental disorder or acts committed while intoxicated or under the influence

of narcotics. ^-^.^^
3. Pregnancy. Note : If you add Maternity Benefits and Coverage for Children,

we cover all such confinements from 1st day for childUrth, miscarriage, etc.

4. Preexisting conditions which manifested themselves before start of policy.

Note: Even these conditions are covered after policy is in force for 2 continuous

years.
here's WHAT YOU PAY

( Note : These rates will not go up as you get older. They will not go up if you

make frequent claims or large claims. Nor can the company cancel your policy

for these or any other reasons. Only a statewide adjustment (up or down) of all

policies like yours can ever change your rate. And no one can cancel this policy

but you.) „ ...' Monthly
premium

Age at enrollment

:

P^*- «/«":
Under 45 (minimum age, 16) $3.45

45 to 49 4. 00

50 to 54 4. 40

55 to 64 5. 10

1 All Premiums lower if paid In advance quarterly, semi-annually or annually.
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USE THIS COUPON IF YOU ARE 65 OR OVER

Send No Money—Just Mail This Coupon To:

National Home, Valley Forge, Pa. 19481

Please send me complete information on your special health plan for folks 65
or over. I understand there is no obligation, no cost, and no salesmen or agent
will call.

Print

Name

Address

City State Zip

Age Date of Birth

Add $1.80* per month to cover all unmarried children under 19. Dependent
Child Coverage ends at Age 19 or marriage, subject to Conversion Privilege in
the policy. Newborn and adopted children are covered automatically at 1 month
at no extra charge, if you have selected Dependent Child Coverage.
Add $1.35* per month to above for Maternity Benefits payable from 1st day of

confinement.
No catch to our low rates. When you see premiums this low, you'd suspect

that tlie policy is full of clauses that make pay outs few and far between. This
is not the case.
Look high and low through the provisions set forth in this ad. Let your

lawyer or insurance agent help. You'll find no unusual exclusions.
Indeed, we feel that this plan's payout provisions are among the most liberal

available. For example

:

• We pay benefits on Workmen's Compensation cases. Many policies don't.
• We pay benefits for life if necessary. Many policies have a 1-year or 2-year

limit.
• We pay benefits for a registered nurse at home after hospitalization. Most

policies don't.
• We continue your insurance regardless of age. Some policies cancel you

after a certain age.
• We excuse you from paying premiums when you are hospitalized longer than

8 weeks in a row. Most policies don't.

How then are these low rates possible?
You are looking at the answer. We seU insurance by mail. And administer

it by mail. And have cut the cost of contacting you down to postage stamp
size.

We have sold over two million low-cost policies this way, and today mail
out an average of $l-million in benefit checks each and every month.
Your neighborhood letter carrier makes it possible. He delivers more insur-

ance for your money. And you don't even pay him a commission.

Sign Up Here for $600 Tax-Free Cash When You Go to the Hospital

No Age Limit—No Salesmen Will CaU—To Cover Your Entire Family for Ist
Month, Mail Completed Form with 25 cents

official enrollment form

OflSeial Enrollment Form for the Hospitalization Indemnity Plan, National Home
Life Assurance Company, an Old Line Legal Reserve Company of St. Louis,
Missouri, Administrative OflSce : Valley Forge, Pennsylvania

Name
Address
City State Zip
Date of Birth Age Sex Male D Female D
Occupation

List all dependents to be covered under this Plan: (Do Not include name that
appears above. Use separate sheet if necessary.)
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Date of birth

Relation-

Name (please print) ship Sex Month Day Year Age

n Check here if you want Coverage for Your Children.

Check here if you want Coverage for Your Children and Maternity Benefits.

I hereby enroll in National Home's Hospital Plan and am enclosing the first

month's premium to cover myself and all others listed above. I understand that

hospital confinements due to pre-existing conditions will not be covered unless

commencing after two years of continuous coverage from the Effective Date of

Policy, but that I will be covered for other conditions immediately upon issue

of the Policy, subject to the policy provisions dealing with commencement of

coverage.

Signature X Date

Mail this enrollment form before midnight Feb. 1, 1972.

National Home Life Assurance Company, a division of National Liberty
Corporation, Adm. Offices : Valley Forge, Pennsylvania 19481. Est. 1920—Over
50 Years of Reliable Service.
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AdvanWng Supplamcnt to

^e tPostmtJSton |lo$t

'.«#^i«HE

Extra Cash
for people of all ag^s

when vou go to the hospital!

At last; here is a plan that actually pays you: • EXTRA CASH

up to i25,QQ0 • EXTRA CASH in the hoispitai up to 250 w

•EXTRA Cash paid directly^ to you < EXTRA CASH to Hblp

.cover uncovered medicaf expenses • EXTRA CAiSHTn addition

to Blue Cross, Medicare, or any other insurance!
~

NOW—and only until the date shown above—You can have

CASH protection regardless of your age or the size of your

family.

And, you get the first month's protection for only $1.

SEE INSIDE FOR EXTRA CASH BENEFITS ^
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Yoijiii|iopn^
For a hospitial itoy lai^ngjipto^ZSO weeks

WORDS OF PRAISE

;FROM SATISFIED POLICYOWNERS i^*'"""v- '^'^'"''"^oi hoipit

'r-a^'-
i-/- Smith

/,cB-»"

,»««*;

S-'ft"""—"

Cth.,- •'"'Von,
"«"»•'—

•'"'• J. 0«,h,

C«ro/iff'na

Now . . . you and your family can join this Extra Cash Hospital

Income Pian with no red tape no age iimit without having

to see a salesman

You know, of course, that the tremendousjump in hospital costs has forced
inillions who already have hospital insurance to dig into savings or go into
debt. Even with Medicare they risk using up their savings or, worse yet,
turning to family and friends for help. In fact, very few people have enough
savings, hospital insurance or income to cover the TOTAL cost of being sick
or injured.

How long could you stay in the hospital without worrying about the
pile-up of daily expenses? Who will pay for costly X-rays, doctor bills, drugs
and medicines? And how about the at home expenses — rent, food, telephone
and others that just go on and on? With expenses like these, could you avoid
having ycur savings wiped out and your family life upset?_

Wouldn't it be comforting to know these problems could be eased by
your Extra Cash Hospital Income Plan - the Plan that gives you up to
$100.00 a week - IN CASH - tax-free from your first day in the hospital for
accident and after the third day for sicknesses for up to 250 full weeks.
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fiilMliin^^^^

,You can be secure, knowing that when
you have to go:' to the hospital, you will

receive:

• Up to.$100.00-a-weelc tax-free when you

jb6~ to, the:h08pital

•'
)y!p^C$i0i6.I(W->^^^^ of

$25,00<);for''any hospital stay lasting 250

weeks!

* Kt9l$l0d.0O^a;week4senf.^ to

yoii—not doctor or hoepital

• Up to $lbO.()0?a-week in addition to hos-

pitaltzJBtibiijtWerkmeri's Compensation,

Medlcare/ortany^tother insurance!

Now bay's,peace. of. mind

Everything , costsXmore^.these^days,; Hospital costs
alone,h"ave:TRIPLED.,iri just a few.short years . .

.

and they're expected to DOUBLE soon. Even
though most Americans have some hospital insur-

ance, most find that the benefits simply don't cover
ALL the bills that keep mounting up when sickness
or .accident strikes. Union Fidelity has created this

low:<ost Extra Cash Hospital Income Plan to help
cover youT UNCOVERED expenses while hospita-
lized . . . to put EXTRA CASH in your hand for
bills from the doctor, the, surgeon, the nurse, the
druggist or anyone else who provides service and
treatment vou needand want.
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EXTRA CASH GIVES PEACE

This Offer Expires Soon.

$1 Protects Your Entire Family for the First Month.

To encourage you to see how valuable this Plan is, we are making this un-

usual offer with a Money-Back Guarantee. Just fill in the Enrollment Form

on the back page of this booklet and mail it with only SI before midnight

of the expiration date. A full month's protection will go into effect on the

very day we issue your policy (generally the same day we receive your

Enrollment Form).

When you receive yoiir policy, take your time to examine it carefully.

It's written to be easy to understand. There is NO FINE PRINT. Show it to

4iny trusted advisor-yom doctor, your lawyer, your clergyman. In fact, show

it to your own insurance man . . . even though he probably works for

another insurance company! If he is a personal friend, he wants what is

best for you. So you can believe him when he tells you there is no better

value available anywhere.

Even then, if you're not completely satisfied, return the policy within

.30 days and your money will be cheerfully refunded with no questions

asked. However, if you decide to continue this worthwhile protection, you

may do so at these low rates:

POLICY FORM 440

UNION FIDELITY MONTHLY RENEWAL RATES

Age at EnrolIrmm
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OF MIND AND SECURITY

BENEFITS FOR ILLNESS AFTER
3RD DAY REDUCES COST

DRASTICALLY!

How can we offer so much protection for

so little? By having policy benefits for

sickness start immediately after your 3rd
day in the hospital, we can avoid the

small one, two or three day claims which
run up our operating costs. And the sav-

ings are passed on to you! Remember,
too, benefits are payable from the very

first day for accident. In either case,

benefits continue while you are in the

hospital for AS LONG AS 250 WEEKS -
up to $25,000.00!

THESE ARE THE ONLY EXCLUSIONS!

The new Union Fidelity Extra Cash

Hospital Income Plan covers you from

your first day in the hospital for any

accident, and after your third day in the

hospital for ail sicknesses which begin

after the effective date of your policy

except, of course, hospitalization caused

by mental disorders; act of war; pre-

gnancy, childbirth, and miscarriage; or

care provided in a Federal government

hospital. Of course, you are not covered

for pre-existing conditions, but even these

conditions will be covered for hospital

confinements beginning after the policy

has been in force for only 2 continuous

years.

THE NATIONALLY RESPECTED
COMPANY BEHIND YOUR POLICY

As important as the cash income itself,

the low cost and ease of enrollment is this

one vital fact: Your policy is backed by
the resources, integrity, and national re-

putation of Union Fidelity Life Insurance

Company of Philadelphia, an old line legal

reserve company licensed in 49 states,

Washington, D.C., Puerto Rico and Canada.

FOR ONLY $1 YOU CAN HAVE
PEACE OF MIND

Join Now. You must mail the Enrollment
Form BEFORE the Midnight deadline.

We will issue your Extra Cash Hospital

Income Plan and put it in force the very

same day we accept your Form.
Why not take a moment right now to

fill in your Enrollment Form and mail it

with only $1, the cost for your first

tjionth's coverage.

NO RISK MONEY-BACK GUARANTEE
Because we're so confident this Extra

Cash Hospital Income Plan that PAYS
CASH directly to you is the best low-cost

protection now available, we make our
famous Money-Back Guarantee. When
you get your policy look it over. You
must be 100% satisfied that your Plan is

exactly what we promise and exactly

what you want. If you're not, send the

policy back to us within 30 days and we
will REFUND YOUR MONEY IN FULL
. . . AT ONCE. But meanwiiile, if you
decide to keep this policy, you will be

protected.

Mail your Enrollment Form and $1 in the

postage -paid envelope TODA Y.

JOIN NOW!
You must reply BEFORE the date shown
on the Enrollment Form. If your Form
is mailed later, we will not issue your
policy. You would have to wait lontil the

next enrollment period. Time is precious!

Get your Enrollment Form and SI in

the mail . . . TODAY!

Even If You Are Over 65
This Extra Cash Hospital Income Plan

Pays You Cash in Addition to

Medicare and Other Insurance!

This Plan is an absolute must, now that

YOUR share of hospital costs has

increased under Medicare!

Even though Medicare will pay most
of your hospital expenses, it just can't

cover everything. Your Extra Cash
Hospital Income Plan helps solve this

problem by paying $100.00 a week,
in cash, directly to you, for as long as

250 weeks . . . and gives you the
privilege of spending this money any
way you want to. With your total

benefit amounting to as much as

$25,000.00 you may never have to

worry about turning to your children

or charity. You'll keep your financial

independence and enjoy the peace of
mind that this Plan's EXTRA CASH
will give you.

ABSOLUTELY NO LIMIT ON AGE
This Plan welcomes you no matter
what your age is - and without any
red tape! Even if you're over 75
you're still eligible . . . provided, of
course, that you fill in and mail the

Enrollment Form during this enroll-

ment period.
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Here are 17 important]

^ That tell you how Union Fidelity's $1ob.po|

- gives you the protection you^
S^^i r'.»îm

How much will this Plan pay

me when I go to the hospital?

You will receive up to $100.00

per week.

When will my Extra Cash

benefits start?

Benefits start from the day
you enter the hospital for acci-

dent and after your third day

in the hospital as a result of

sickness.

Will I be paid if I am in the

hospital for less than a full,

week?

Of course you will! You will

receive cash at the rate of

$14.28 per day from the first

day for accident and after the

third day for sickness.

When does this Plan become
effective?

Your protection will begin on
the very day we issue your

policy (generally the same day
we receive your Enrollment

Form).

How long will I continue to'

receive my Extra Cash?

For as long as you're in the

hospital for any covered sick-

ness or accident, for up to

250 weeks - as much ' as

$25,000.00.

Is there any red tape to join?

No. We only ask you to com-
plete and mail your Enrollment

Form before the deadline date

shown.
No salesman will call.

7. Suppose I collect Extra Cash

benefits for a certain sickness

or accident. What happens if I

go back to the hospital for the

same condition — am I out of
luck?

Get ready for a welcome sur-

prise. You collect more cash!

You go back to collecting up

,

to $100.00 a week until you've
been hospitalized for a total of
250 weeks and have collected

$25,000.00. Then, if the same
condition puts you back in the

hospital after you have resumed
your normal activities for six

months, you become eligible to

receive up to $100.00 a week
again, for up to 250 additional

weeks. Any new condition will

be covered immediately, of
course.

8. How may I use these benefit

payments?

You may use them any way
you wish — for hospital and
doctor bills, rent, food, house-
hold expenses or anything else.

You alone decide how to use
the money.

9. Why do I need your Extra Cash

Plan in addition to my other

insurance?

Chances are your present hos-

pital insurance won't cover all

your hospital and medical ex-

penses. Even if it did, you will

still need extra cash to help

cover all your household ex-

penses.

10. May I join if I am over 65?

Yes. You are welcome to join

no matter what your age is.

This Plan has no age limit.
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iituestions and Aniw6rs;it^'S"" "Z^-

^^a^Week Extra Cash Ho«pital Income Plan

^iwcKti^tainazlngly low costi

11. Can you drop me or raise my
rate because of health reasons?

• No. We will never cancel or

refuse to renew your policy

because of your health or the

number of times you collect

benefits. Also, we guarantee

that we will never adjust your
.rate unless we take the same
action with regard to all poli-

cies of this type in your state.

12. What is not covered by this

policy?

The only conditions not cov-

ered are hospitalization caused
by mental disorders; act of
war; pregnancy, childbirth and
miscarriage; or care provided

in a Federal government hos-

pital. You are not covered for

pre-existing conditions, but
even these conditions will be
•covered for hospital confine-

ments beginning after the

policy has been in force for

only. 2 continuous years.

13. Can other members of my
family take advantage of this

special offer?

Yes. Just add their names to

the Enrollment Form when
you fill it in.

14. Why is this offer good for a

limited time only?

Because by enrolling a large

number of people at the same
time our underwriting, proc-

essing and policy issue costs

can be kept at a minimum.
These savings, of course, are

passed on to you.

15. What other advantages are there

of joining this Plan now?
By joining now you do not

need to complete a regular

application-just the brief form

on the reverse side of this page.

Also, during this enrollment

period, there are no other

qualifications-no "waivers" or

restrictive endorsements can be

put on your policy.

16. How does the Money-Back
Guarantee work?

Examine your policy carefully

in the privacy of your home.
If for any reason you are not

completely satisfied, return it

- within 30 days and we will

promptly refund your money.
Meanwhile, if you decide to

keep this policy, you will be

protected while making your
decision.

17. How do I join?

Fill in the brief Enrollment
Form (be sure to sign your
name) and mail it with just

$1.00 for the first month's
protection in the postage-free

envelope provided. No stamp
is needed.

$1 ENROLLMENT FORM ON BACK PAGE MUST BE

MAILED BY MIDNIGHT OF DATE SHOWN ON FORM ^•NO SALESMAN >VILL CALL*

x -••.

i
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$100 no risk enrollment offer

Money-Back Guarantee

You can enroll in this Plan without risk or obligation. When you receive your policy, uke your

time to examine it carefully. Show it to any trusted advisor - your doctor, lawyer, clergyman,

EVEN TO YOUR OWN INSURANCE MAN. He will assure you that there is no better value

available anywhere. Even then, if you're not completely satisfied, return the poUcy within 30

days and your money will be cheerfully and promptly refunded, with no questions asked. Mail

NOW - Enrollment Period ends Midnight of Deadline Date on Enrollment Form below. We

will not accept any applications mailed after the expiration date. FILL OUT THE APPLICA-

TION FORM BELOW AND RETURN IT WITH ONE DOLLAR IN THE POSTAGE-PAID
ENVELOPE PROVIDED.

I
NO SALESMAN WILL CALL

UNION FIDELITY
LIFE INSURANCE COMPANY
Union Fidelity Building, Philadelphia, Pa. 19102

Union Fidelity is

Licensed by the States of
Maryland, Virginia,

Pennsylvania, Delaware

and the

District of Columbia.

This Enrollment Period Expires Midnight, Saturday, June 12, 1971

Op iiot,.delaw.J.fili.tfUt-S^^^ mjilHtitrQltmenl Formrtpday vyith Only SI
' '

:- ':.
, -.Jregar.fii.eVv'ot the'nuEribei^of. people ;t6'.be:protectedl '

BBU
OFFICIAL ENROLLMENT FORM No. oi 7699 i6i 04

.MR.
MRS.

NAME (Please Prim) MISS

.

(Ladies. H Married. Use Youf F

ADDR ESS
Sireel or R.D. No.

STATE. .ZIP.

.AGE. .SEX Male D Female D
CITY
DATE OF BIRTH

Monlh Dav ««
1 also apply for coverage for the members of my family listed below: (DO NOT repeal na

that appear

NAME (Please Print)
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Saturdiy, April 1, 197?

'1 urge you to send 25^

now to protect your family

with this ^600 a month
extra cash plan"

For first month's protection, mail Enrollment Form with 25C
^

before midnight, Tuesday, April 11, 1972, to get up to

$600AM0NTH
1V\XFRii t^^^^

whenyoa^
UNDER 6S?Pay5Voucasfial (he rale or .; .B^S OR OVER? Pays S300.pb-a-nionlh cash
:$600.do-a-ni6nlh (or each hospital stay..; ' • :iof the lirstS/nonlhs )»hen you S're 65 oi; ';

even lor life, i( necessary. :,
. y over and SSOO.OO-a-month Ihe'realter.- := :.

,
'. " ' " ''-,'?;. -.'.V-y r'-- /'.' HAVE,CHtLDftEN?pays?3Sb,b6-a-mb

I COVERAGE FOB ACCIDENTS begins . \ ca'sh il a covered child is Kospjtalized

the Ijrst day in the .hospital; for sickness. for injury or illness. And the benefits .

the sixth day. i&ontinue for as long as necessary.

PAYS ALL CASH dlteii lo you-pays

additipn io any other companies' covi

90-319—73—pt. lA-
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Dear !Fri end:

You know, me. I wouldn't recommend anything I

didn't honestly believe in. And I think National

Home's plan, paying up to $600 a month, is Just

about the best additional financial protection you
can give your family — especially in these days of

rising medical costs.

That's why I'm happy to give this plan my
wholehearted endorsement.

I've looked over the policy very carefully.

I've even made a point of getting to know some of

the folks at National Home. And you won't find

more decent, friendly people. I've seen the way'

they handle claims, too — quickly and generously.

Believe me, when you need them, they'll be there
to help you.

That's why I cannot imagine anybody passing up
the chance to enroll in this health plan —
especially when the first month's protection costs
only 25c.

We all know what a terrible thing it is to be

hospitalized. But what a relief it is to know
there's tax-free cash coming in when you need it

most! Take my advice. Send the enrollment form on
the back page now — before you forget.

Sincerely,

Art Linkletter

You collect up to ^600 extra cash,

—that's $20.00 a day—when you require hospital

care ... (or each accident starting the first day
in the hospital, and tor each illness, starting the
sixth day, continuing for lite, II necessary.

when your child goes to the hospital for any ac-
ctdeni or illness, when you have Coverage for

Children—no matter how long the conlinement
may be. Coverage for accidents begins the very

first day in the hospital; sickness coverage be-
gins the sixth day.

for complete accidental loss of limbs or eyesight.

It you sutler complete loss o( a hand or fool or

the sight of an eye within 90 days of the accident,

you collect $1,000-and $2,000 lor Ihe loss of two
limbs or the sight ol both eyes.

once you have reached age 65. in addition to

Medicare benefits for Ihe first 3 months ot hosp!-

lalizallon. Coverage lor accidents begins the very

first day In the hospital; sIcKness coverage be-
gins the sixth day. After 3 months, il you are still

in Ihe hospital, you then receive . .

.

Ihereader-even for life, If necessary. This money
It paid directly to you In addition to Medicare or
•ny other coverage you may already have.

for maternity benefits when Coverage tor Chil-

dren and Maiernity Benefits have been added to

the basic plan.

for a registered nurse at home if your doctor has
you hire one within five days following a covered
hospital confinement ol five days or more for as
long as you were hospilalized-up to one year.

covered husband and wife at the same time. Yet|
you collect $2,400 A MONTH in all (when under
6S) while both are in Ihe hospital-even tor lite.

thai come due for you while you are confined to

the hospital and (or all covered members of your
family should you~1he policyowner—be hoapllat*

Ized for eight consecutive weetts or more. We
pay all your premiums while you are confined, In

addition to your regular benefits -and you don't
have to pay uaback.

No age limit • No salesman or agent will call

OVER 30 million people will be admitted

to a hospital this year! It could be you
—or some beloved member of your family-

tomorrow . . . next week . . . next month.

Sad to say, very few families have anywhere
near enough coverage to meet today's soar-

ing hospital costs. These costs have more
than doubled in just a few short years. .

Stop for a moment. Tliink how much a
long stay in the hospital will cost you or a
loved one. How would you ever pay foe

costly, but necessary, X-rays, doctor bills,

drugs and medicines? This plan from
National Home gives you extra cash lo use

as you sec fit for your day-to-day expenses.

Now you can have $600.00 cash coming ia

every month — beginning the very first day
you enter the hospital due to an accident,

and the sixth day for confinements "due to

sickness.

The cash is paid directly to you in addi-

tion to whatever you may receive from youc

insurance with any other companies. Use
the money as you see fit — for hospital or

doctors* bills. To help replace savings oc

cover household expenses.

How much does $600.00 a month protec-

tion cost you? Only 25v' covers you and your

entire family for the first month. After that

you may continue at our regular low rates.

r /;; •/••fJ 'Ji^ Wi 5.1S0.00 month cash
•..'

t'- .t/V/ Hiiv.nr/iovi dopsiidsat child
is ^o;•.puni^;;sd,

When you choose Coverage for Children*^

this National Home plan pays you at thei

rate of $360.00 a month cash when one o£

your children is hospitalized. Pays for as

long as necessary! Children are covered for

accidents from the first day and for sickness

from the sixth day. Dependent childrea's

coverage ends at age 19 or upon marriage,

subject to the Conversion Privilege provi-
*

sion in your policy.
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We guarantee never lo cancel your pro-

tection no matter how many claims you

have ... or >iow old you become ... or

for any reason whatsoever.

Pays you up lo JSOO.OO a month
for Maternity Benefits!

If both husband and wife are insured for

the entire period of pregnancy (and have

added Coverage for Children and Maternity

Benefits), you get tax-free cash lo use any

way you want. Yes, if a pregnancy, child-

birth or even miscarriage puts you in the

hospital for one day, five days, ten days— as

long as necessary — you get cash benefits for

every day of your confinement.

Pays you up to S400.00 a month cash

for a Registered Nurse at Home.

How comforting it is to know that — after

your stay in the hospital, if you've been there

five days or more for which you received

benefits— you can return home to recuperate

and yet not be a burden to your loved ones.

If your doctor has you employ a full-time

legistered nurse within 5 days after you

come home, we'll pay you benefits up to

$400.00 a month while you are continuously

confined at home. And your benefits con-

t'mue for the same number of covered days

We guarantee never to raise your low

rates because of how old you become
... or how many claims you have . .

.

but only if there is a general rate adjust-

ment on all policies of this class In your

entire state.

that you were in the hospital— even up to 1

2

full months.

Double Cash Accident Benefit.

When you and your insured spouse are hos-

pitalized at the same lime for an accidental

injury, this National Home plan pays each

of you DOUBLE CASH! Up to $1,200.00

a month apiece. That's $2,400.00 in cash

payments every month { when under z%t 65

)

starting the day you enter the hospital for as

long as you both remain there.

Pays you up to $2,000.00 cash
for these accidental losses . .

.

If loss occurs within 90 days of the accident,

you collect $1 ,000.00 for the complete loss

of a hand or a foot or the sight of an eye—
and $2,000.00 for loss of two limbs or the

sight of both eyes.

Waiver of premium benefit.

After you, the policyowner, have been con-

fined for 8 continuous weeks or more, your

premiums that come due are taken care of

by National Home. And your protection

continues fust the same as if you were pay*

ing the premiums yourself.

These are the only exclusions!

Year National Home policy covers every

kind of sickness or accident except condi-

tions cansed by: war, or any act ol war; any
mental disease or disorder; the use of io-

foxicants and narcotics; pregnancy, except

as provided under the Maternity Benefit

provision; and pre-existing conditions which
manifested themselves before start o( policy

(and even these conditioiis are covered after

policy is in force for 2 continaons years).

You will be covered for care in any hospi-

tal, except a U.S. Government hospital,

mental institution, TB sanitarium, or a nurs-

ing or convalescent facility.

Nationally known and respected.

This is the kind of outstanding prolectioa

you may have seen in Reader'sDigest, Better

Homes & Gardens, TV Guide and other

leading publications. National Home is aa
old line legal reserve Company licensed ia

46 states and is currently helping thousands

of policyowners throughout the country

with their hospital and medical expenses.

National Home Life Assurance Company
holds the highest policyholder rating avail-

-THE BOARD OF DIRECTORS INCLUDES:-

W. Marvin Walton,

I j^ ^ U.S. Postmaster Gen.
R->'M* U968-1969J. John Hancocit

Mutual Life Insur,

Co. 11966-1969].

Effltnei FuUf
Director,

Am.CaRcerSocie|f«
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250 covers you the first month. Then continue •

your protection at monthly rates as low as *3.45.

able from both Bm('j and Dunne'j, the two Age at Monthly Premium

leading rating authorities in the insurance Enrollment per Adult

industry. These ratings attest to the Com-
ii:_a/l tl iS

pany's ability to meet its obligations to its
^°"^'* °'"^ **"

policyholders. 45-49 only $4.00

50-54 only $4.40
Fast, Reliable Claim Service

55-64 only$5.10
"We were most happy with the prompt way that

you sent us the claim forms when requested. Your « , », nn *t. _ n ..^

check for the week my husband was in the hos- Only $ 1 .80 more per month covers all your

pital was received within ten days. Thank you so unmarned dependent children . . . from the

much-it really helped in a time of need." age of 1 month through 1 8 years. If you have

Mus. Robert H. Robinson, Miami, Fla. selected dependent children coverage, new-

"I look out ihe policy and had only paid two bom children are covered automatically at

monthly premiums when I was unexpectedly put the age of one month—at no additional cost!

inthchospilal. Was there II days and Ihe National ^pj then, if you wish, just add $1.35
Home Life Assurance Company paid exactly what

monthly to that, and you're covered for

Jhey had said they would How happy we wrre wc ^ ^ Benefits, too!
Jiad uken the policy out. '

Dewey M. Failor, Upper Sandusky, Ohio .

NOTE: The regular montnly premium

Whyyou must act before the date shown shown (for age at time of enrolUnenl) will

on your Enrollment Form — just a not automatically increase as you pass from

few days from today. one age bracket to Ihe nexl. Once you have

Why do we give you so little time to enroll «"'<>"«'> "^ «^ National Home plan, your

in this plan? Because this is a Umited en- "•« ^« n"" ^e changed because of how

rollment offer, we can open the enrollment "'"^•' " "»"' ""«" y'" ""«' '""" "'"

only during a Umited time period-with a <" b^«^ ol advanced age - but only if

firm deadline date for evermne. To provide """^ « » 8«"««' "" »'l)«stmenl, on all

you with this broad coverage at these rates. Pol'c'cs of this class in your enhre stale.

we must receive your Enrollment Form dur-

ing the same period as all the others. *=' "ow-''="er'' -"^y be loo lale!

Send just 2St (or ?irsl month s covorpre,

Hsro are your low rates. TIME IS PRECIOUS! Act quickly. (No

The following chart shows how little it costs salesman will call.) Get your Enrollment

after Ihe first month, to cover yourself, your Form into the mail today-because once you

spouse or any adult dependent. Naturally, suffer an accident or sickness, it's TOO
at these low rates, we can issue you only one LATE to buy protection at any cost. That's

policy of this type. Each adult, 16 or over, why we urge you to act today—6c/ore the

pays the rate shown for his or her age. unexpected happens.

65 OR OVER?

Write for complete information on

our health plan tor folks 65 or over.

Jusl print your name and address on

the coupon on the back page of this

booklet; then cut i( out and mail it

in the postpaid reply envelope. We
will promptly send you full details.

MONEY-BACK
GUARANTEE

We wil! send your National Home
policy by mail. Examine it care-

fully. If you decide that you don't

want to continue as a member of

this plan, return the policy within

1 5 days of the date you receive

it, and we will promptly refund

your money.



821

This special enrollment period ends midnight, Tuesday, Apr. 11, 1972

25^ enrolls you in a health plan that

pays you up to $600 a month tax-free cash
NO AGE LIMIT • NO SALESMAN WILL CALL

^ Hi M OFFICIAL ENROLLMENT FORM^ ^^
Official Enrollment Fofm for the Hospitalization Indemnity Plan "

NATIONAL HOf^E LIFE ASSURANCE COMPANY
An Old Line Legal Reserve Company of St. Louis, Missouri

ADMINISTRATIVE OFFICE: VALLEY FORGE, PENNSYLVANIA
(Please Priot) 3 2468fl^)5
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Adverlltlng Supplimtnt 1

The Tuscaloosa News Wy /
^

If you had an accident

today,could you paythis
hospital bill?

• /

J[X^^p^mm\f^t^

Now- just 25(t: for the first month

covers you and your entire family in this plan

that pays $1,000.00 -a-month tax-free

cash when you are hospitalized —
no matter how long-even if you are

covered by other health plans.
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Pays you Up to.^t,OOb.Ob-a-month
tax-free cash-ei^en for life-

when you are hospitalized by an accident.
Pays in addition to any other coverage you may have.

I
NO SALESMAN WILL CALL

NO MEDICAL EXAMINATION

NO AGE LIMIT

Y^S, now the Accident Division of National
' Home Life Assurance Company will pay
you all ot ihis tax-free cash whenever you or

someone in your family is hospitalized be- .

• cause of an accidenl . .

.

'You receive cash benetils at the rate of

$1 ,000,00 a month whenever you or your cov-

ered wife are hospitalized—even for life, If

necessary!

You receive cash benefits at the rate of

$700 00 a month, when you are 65 or over, for

the first three months you are hospitalized

and $1,00000 a month thereafter while you
remain hospitalized'

You receive cash benefits at the rate of

$500 00 a month whenever a covered child is

hospitalized— for as long as necessary!

You receive cash benefits at the rate of

$3,000 00 a month if you and your covered
wife (both under age 65) are hospitalized at

the same lime—even for life, if necessary.

PLUS up to $6,000 00 at the rate of $500.00

a month when your doctor has you employ a
futl-time registered nurse to care lor you at

home when you leave the hospital' And cover-

aye continues for as long as you were con-
fined—up to 12 full months,

PLUS up to $2,000.00 for complete acci-

dental loss of limbs or eyesight!

And if you act now. and mail your Enroll-

ment Form before the deadline date...

Only 25ft covert your family

lor the first month.

That's right, only 25(E provides you and your
entire family with your first full month's cover-
age. Then you may continue at regular National

Home rates amounting to just pennies a day.

In return, all cash benefits are paid direct

to you (not to the hospital or doctor, unless
you wish). These cash benefits begin the very
first day of hospitalization and continue for as
long as you are In the hospital, even for life,

if necessary.

And these cash benefits are paid /n add!'
lion to whatever other insurance you may
have... even Medicare, if you are 65 or over.
Spend this fax-free cash any way you see fit

...you don't have to account lor this money
to anyone.

PAYS YOU $1,000.00 A MONTH FOR ALL COVERED ACCIDENTS.
ANYWHERE... ANYTIME... 24 HOURS A DAY.. .7 DAYS A WEEK!
PAYS YOU $700.00 A MONTH, WHEN YOU ARE 65 OR OVER,
FOR FIRST 3 MONTHS AND $1,000.00 A MONTH THEREAFTER
WHILE YOU REMAIN HOSPITALIZED.

PAYS YOU $500.00 A MONTH WHEN A COVERED CHILD IS
HOSPITALIZED. ..PAYS ALL CASH DIRECT TO YOU (NOT TO
THE DOCTOR OR HOSPITAL).

/^ -GUARANTEED RENEWABLE FOR LIFE.-
National Home guarantees never to cancel your protection no matter how otd
you become or how many claims yotf have. Only you can cancel. Also, your

rates can never be changed unless there Is a general rate adjustment
on all policies of this type in your entire state.

Even If you are 65 or over,

you enjoy cash protection.

Yes, this National Home plan pays you no
matter how old you are. When you are 65
or over, you collect benefits at the rate of
$700 00 a month for the first three months you
are hospitalized and $1,000 00 a month there-
after while you remain hospitalized ... all in
addition to your Medicare benefits!

Walver-of-premium benefit.

Here is another valuable benefit of this
National Home plan: Should you-the policy-
holder— be hospitalized for 8 consecutive
weeks or more, National Home will PAY ALL
PREMIUMS that come due for you and all

covered members of your family while you are
confined to the hospital beyond the initial

8-week period. And your protection continues
just the same as if you were paying the pre-
miums yourself. This Waiver-of-Premium
benefit continues for as long as you are hos-
pitalized—even for life, if necessary.

Your cath protection Is
'

Guaranteed Renewable for Life.

As long as you pay your premiums, your
National Home protection can never be can-
celled for any reason whatsoever ... no mat-
ter how many claims you have or how old you
become or for any other reason You are pro-
tected in full because your policy contains a
Guaranteed-Renewable-lor-Lite clause. Only
you can cancel your protection, if you wish.

These are the only exclusions.

You are covered for every kind of accident . . •

everywhere In Ihe world ... 24 hours every
day. The only exclusions are hernia; infurlcs
caused by act of war; participation in any
speed contest or professional athletics: or any
Intentionally self-inlllcted in^ry while sane or
Insane. You are covered In any hospital ex-
cept, of course, a U.S. Government hospital or
a nursing or convalescent facility.

As a matter of fact, even if you are totally

blind or deaf, or you are an epileptic or di-
abetic, you can be eligible for 50% of all this
plan's regular benefits.

Why you and your family need
this National Home protection.

What if you or someone in your family were

^
struck "out of the blue" by an accident, and,

J
through no fault of your own, were hospital-

ized, not just for a few days, but for weeks or

months or even years?
Where in the world would you get the

money to pay for all the expenses that pile

up? Hospital room charges . . . X-rays . . .

laboratory tests . . . operating room or inten-

sive care charges . . . blood and drugs . . ,

surgeons' fees and the care of specialists . . .

anesthesia . . . and a dozen and one other
costs.

Even if you have some other hospital in-

'surance, would it cover all your bills? Right
now. the average cost for a hospital stay in

Dallas IS $81.15 ... in Kansas City. $70.86 . .

.

in New York. $86.92 ... in Los Angeles.
$101.73. And the US. Social Security Admin-
istration expects hospital charges will go up
70% more in the next five years!

And where would you get the money to pay
all the day-in, day-out bills that go on piling

up at home? The rent or mortgage payments
. . . food for the family

. . . electricity, gas, and
telephone . . . car payments or other install-

ment debts. Other hospital insurance, major
medical insurance, even Medicare won't pay
a penny of these bills.

You need additional cash protection! And
this National Home policy (NH15-1169) will

help to relieve you of worry about the terrible

financial threat that arises when an accident
.puts you or a covered family member in the
hospital.
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Commended In the CongreMional Record

^*For providing service beyond the expected,"

1he National Liberty Corporation group of

companies has been commended in the

Congressional Record of the United States

Congress as follows:

"By enrolling thousands of people within spe-

cified 'limited time' enrollment periods, the

companies within the National Liberty group

are able to eliminate the cost of investigating

policyowners individually. These addilional

savings are then passed along to policyown-

ers in the form ol lower premiums and in-

creased benefits ... With the highest public

interest at heart, the National Liberty Corpo-

ration group of companies combines reliability

and quality of service with noteworthy price

advantages. It is to be commended on its lead-

ership and vision in this field of human wel-

fare."

Nationally known and respected.

This is the kind of outstanding protection you
may have seen ki Reader's Digest. Parents',

National Geographic, and other leading pub-

lications. The special plans offered by the

National Liberty Corporation group of com-
panies are today helping policyowners in all

50 states — and many foreign countries —
paying benefits at the rate of more than

il.500,000. 00 a month. In addition, our Com-
pany has a RECOfvlMENDED rating from
Best's Insurance Reports, one of the foremost

insurance authorities in the nation.

Here are your low rales.

No matter what your age or occupation, no
matter how large your family, your first month
costs only 25f. Then you may continue at

these low rates for pach adult;

Age at Monthly Premium
Enrollment per Adult

16-44 only $2.95

45-49 only $3 45

50-54 only $3.95

55-74 only $4,45

75 and over only $4.95

To cover all your unmarried dependent chil-

dren from one month through 18 years, add
only $155 monthly. Newborn children are

covered automatically at the age of one month
—at no adoilional cost.

Note: The regular monthly premium shown
here (for age at time of enrollment) will not
automatically increase as you pass from one
age bracket to the next . . . and can never be
changed unless there Is a general rate adjust-

ment, up or down, on all policies of this type

in your entire stale.

Act now—"later" may be too late.

Time is precious-so act quickly. Get your
Enrollment Form into the mail today. Once
you or someone in your family is hospitalized

by an accident.it v/ill be too late to buy the

protection you need at any cost. The lime to

act is now . . . before anything happens!

250 ENROLLMENT FORM
ON BACK PAGE MUST BE
MAILED BY MIDNIGHT OF
DATE SHOWN. THE SOONER
YOU MAIL IT, THE SOONER
YOUR PROTECTION STARTS.

12 QUESTIONS
AND ANSWERS
about this cash plan from the Accident Division

of National Home Life Assurance Company

lu'li receive benelils at the rate of SI .000 00
nonlh ($33 33 a day) whenever you or your
vered spouse are hospitalized .. .J700 00 a

I 65 ( tor

SI.000 00 a month thereafter while you remain
hospitalized ..J500 00 a month whenever a
covered child is hospitalized , . . $3,000 a month
If you and your covered spouse (both under
age 65) are hospitalized at the same lime.

2. May I enroll If I am 65 or over?

Yes, There is no age limit. And when you are

65 or over, you collect at the rate of J700 00 a
month tor the first three months you are hos-
pitalized and $1.000 00 a month therealler
while you remain hospitalized.

3. Doe* my policy pay other cash tMnefils?

Yes. Up to $6,000 00 at the rate of S500 00 a
month when your doctor has you employ a

full-time registered nurse in your home alter

a hospital stay o( at least three days You
must employ the nurse within seven days ol

leaving the hospital, and coverage continues

for as long as you were confmed-up to 12

full months Plus up to $2,000 00 for complete
accidental loss of limbs or eyesight.

4. When do all these cash benefits begin?

Your cash benedls begin the very first day of

5. Do I have to pay tax on this money or ac-

count tor it to anyone?

No, Every dollar you receive is tax-tree. Alt

your cash beneli's are paid direct to you (not

the hospital or the doctor) in addition to what-
nay I . BIL

Cross Hospitalization Plans. Blue Shield Med-
ical Plans, Workmen's Compensation, even
Medicare, if you are 65 or over. Spend this

cash any way you see fit.

6. What if I am hospitalized lor a long time

and can't pay my premiums?

Should you-Ihe pohcyholder-be hospitalized

for 8 consecutive weeks or more. National

Home will PAY ALL PREMIUMS that come due
for you and all covered members of your fam-

ily while you are confined to the hospital

beyond the initial S-woek period And your

7. Can my policy ba cancelled?

No As long as you pay your premiums, your
poll! r be c I for

... no matter how many claims you have or
how old you become or for any other reason
whatsoever Your policy contains a Guaran-
teea-Renewable-tor-Lilg clause. Only you can
cancel your protection, if you wish,

8. Is any condition excluded from my policy?

Youf policy covers every kind of accidenl...
everywhere in the world ... 24 hours e^ery
day. The only exclusions are hernia; injuries

caused by war.or any act ol war: participation

or any inlenllonalty sell-inllicted injury while

9. Am I covered in alt hospitals?

You are covered in any hospital except, of

course, a U.S. Government hospital or a nurs-

ing or convalescent facility.

10. How much does my first month cost? How

for

adult: $2 95 ages 16-44, $3 45 ages 45-49;

S3 95 ages 50-54, $4 45 ages 55-74, and $4 95
age 75 or over To cover all your dependent
children one month through 18 years of age.

add only $1 55 monthly And please note; The
regular monthly premium shown here (for age

ol I , the ;

When you receive your policy, eiamine it

carefully in the privacy of your own home. If

lor any reason you are not completely aatis-

12. How do I enroll? .

Just complele the simple Enrollment Form on
the back page. Then mail your Form with 25e
lor your first month's coverage to; National
Home. Valley Forgo, Pa. 19481.
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For first month's protection, mail Enrollment PDrm below with £3v

before Midnight, Tuesday, December 14, 1971, to get •/ y^ / *^

$1,000.00-A-MdNTH
TAX-FREE CASH

when you go to the hospital-even for life, if necessary

PAYS YOU $1,000.00
a month each time an accident hospitalizes

you or your covered spouse Pays you $5CC 00
a moi^th when a covered child is hospitalized.

Coverage starts very first day you are hospi-
talized and continues tor life, i( necessary.

PAYS YOU $700.00
a month lor (irst 3 months when you are 65 or
over, and J1.000.00 a month while you remain
in the hospital thereafter . . . in addttiorj to

whatever bertefits you receive trom Medicare.

PAYS YOU $3,000.00
a month if accident hospitalizes covered hus-
band and wife (both under age 65) at the
same time. You collect $3.00000 a monih
while both are hospitalized . . .even lor lite,

i! necessary.

PAYS UP TO $6,000.00
at the rate of $500.00 a month when your
doctor has you employ a full-time registered

nurse to care for you at home when you leave

GCopyrifthi 1971 Natl

LICENSED BY THE STATE OF ALABAMA
I Liberty Corporation

m

OFFICIAL ENROLLMENT FORM FOR THE HOSPITALIZATION INDEMNITY ACCIDENT PUN
NATIONAL HOME LIFE ASSURANCE COMPANY
An Old Line Legal Reserve Company of St. Louis. Missouri

ADMINISTRATIVE OFFICE: VALLEY FORGE, PENNSYLVANIA 5-15I3.«)3

Print) MISS f.rs
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National Liberty Corp.
Valley Forge, Pa., May 25, 1972.

Re : National Home Life Assurance Company—Modal Premium Payments

Dean Sharp, Esq.,

Senate Subcommittee on Antitrust and Monopoly,
Room 104 Senate Annex, Washington, D.C.

Dear Mr. Sharp: You have inquired with respect to the current premium
payment modes elected by holders of National Home's mass merchandised acci-

dent and health policies. Our estimate is as follows :

Monthly, 37% ; quarterly, 26% ; semiannual, 13% ; annual, 24%.
Very truly yours,

Donald D. Kennedy, Jr.

NATIONAL LIBERTY (ALL MASS MERCHANDISED ACCIDENT AND HEALTH BUSINESS)

BUSINESS SOLD IN 1960

12.

Policy year

Total.

Policies sold
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NATIONAL LIBERTY (ALL MASS MERCHANDISED ACCIDENT AND HEALTH BUSINESS)

BUSINESS SOLD IN 1960

Policy year

Policies sold in force at end of policy

year-

Beginning End

Loss Number of

Earned Incurred ratio' incurred

Year premiums claims (percent) claims

BUSINESS SOLO IN 1963

1 47.059 1963 1,927.5 720.5 37.4 5,417

2. _ 47,059 36,734 1964 3,164.7 956.6 30.2 6,809
3 36,734 31,159 1965 2,560.6 917.4 35.8 6,070
4 31,159 26,038 1966 2,146.0 867.9 40.4 5,408
5 26,038 23,104 1967 1,840.1 807.8 43.9 4,865

6 _ 23,104 20,730 ~^-1968 1,712.9 751.9 43.9 4,407

7 20,730 18,837 1969 1,612.8 730.5 45.3 4,152

8... 18,837 17,241 1970 1,487.7 695.4 46.7 3,737

Total 16,452.3 6,448.0 39.2

9 17, 241 13, 968 1971 1,396.2 2432.6 2 2, 402

BUSINESS SOLD IN 1964

1 0.._. 34,282 1964 1,103.8 351.2 31.8 2,791

2.-.. _.. 26,498 1965 1,977.0 534.7 27.0 4,120

3 21,324 1966 1,577.0 478.6 30.2 3,508
4 18,484 1967 1,325.3 436.7 33.0 3,020
5 16,482 1968 1,217.1 411.8 33.8 2,709
6 14,800 1969 1,146.4 414.5 36.2 2,558
7 13,411 1970 1,061.7 425.7 40.1 2,360

Total 9,408.3 3,053.2 32.5

8.... 10, 763 1971 996.1 2 232.6 2 1,473

BUSINESS SOLD IN 1965

1— 67,809 1965 2,223.7 589.2 26.5 6,748
2 43,861 1966 4,264.5 1,176.5 27.6 10,179
3 34,049 1967 3,075.6 1,034.9 33.6 8,064
4 28,390 1968 2.588.7 921.5 35.6 6,666
5 24.643 1969 2.310.2 891.7 38.6 5.839
6 21,710 1970 2,080.3 782.4 37.6 4,979

Total 16,543.0 5,396.2 32.6

7..._ 17,083 1971 1.901.4 2475.6 2 3, 180

BUSINESS SOLD IN 1966

1 69.938 1966 3.417.8 1,371.0 ^M).l 9,091
2.... 49,233 1967 5,393.6 1,906.6 35.3 11,876
3 40,027 1968 4.334.0 1.715.7 39.6 9.648
4.... 34,689 1969 3,927.4 1,773.1 45.1 9,285
5.-_ 30,634 1970 3,577.9 1,678.5 46.9 8,460

Total . 20,650.7 8,445.0 40.9

6—. 22, 940 1971 3,298.3 21, 024.3 2 5, 401

BUSINESS SOLD IN 1967

1 70,205 1967 3,451.9 1,444.7 41.9 8,922
2 51,725 1968 5.245.6 1.887.9 36.0 11.470
3-— 43,694 1969 4,477.5 1,852.1 41.4 9,943
4 38,128 1970 4,018.3 1,983.1 49.4 9.978

Total 17,193.3 7,167.8 41.7 ."

5 rrrrrTTTTTT! 28,259 1971 3, 728. 7 21,211.0 26,362
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NATIONAL LIBERTY (ALL MASS MERCHANDISED ACCIDENT AND HEALTH BUSINESS)

BUSINESS SOLD IN 1960

Policies sold in force at end of policy

year-

Policy year Beginning End Year
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In addition to the question of whether or not National Liberty is malving what
can be termed excessive profits, the question is whetlier or not resources are
being wasted by the public for "health protection." As can be seen from the
memorandum regarding the policyholder survey, this company deals mainly
with elderly, low income, nieagerly educated people. The payout benefit appears
to be extremely small—and it appears that many buy this policy in hopes of
getting protection which is not there when they need it.

The following is a profile of the types of policyowners to which National Liberty
sells their health policy. It is taken from the Policyowner Surveys of 19(J8 and
1971. This survey has been obtained under an agreement with National Liberty
that, if necessary, we could question their witness on the survey including read-
ing quotations from the survey ; but we would not publish the survey in whole
and would not make it a part of the public record. The reason for this is that the
company claims that they spent $100,000 for the survey and if published in toto
would reveal the type of market which they are aiming at to their competitors.

1. (a) National Liberty's "current appeal is to those with a low family
income . . ." ( See page iv, 1971 Policyowners Survey—POS.

)

(b) "Most policyowners have family incomes less than $8,000 because of the
large number of retired policyowners." (Page i, POS.)

(c) "A larger proportion of policyowners than the U.S. population are in the
lower income brackets ; i.e., income below $5,000. Comparison with 1968 policy-

owners shows that the lower income and upper income policyowners have been
retained, while the middle income policyowners have been lost. An entertained
hypothesis for this bimodal behavior might be that low income persons view the
product as necessary coverage, higher income persons as inexiiensive coverage,
and middle income persons as too expensive for the probability of making a
claim on the policy." (Page 6, POS.)

2. (a) "Most policyowners are over 50 years of age." (Page i, POS.)
(b) "Most all low family income policyowners are over 55 years of age with

twice as many females in this classification as males."
"Mo.<t policyowners have only a high school education or less, but 33% have

completed some college or more. This is especially true in the younger and
older age groups." ( Page i, POS.

)

(c) "An upper age policyowner is more likely to be female with an income
under $5,000 ; whereas a lower age policyowner is more likely to be male with
an income over $8,000." (Page ii, POS.

)

THE USE OF FEAR TO SELL POLICIES

1. "Males are difficult to maintain as policyowners over time. Policyowner
marketing must accentuate the importance of not leaving their families without
protection. Ideas such as 'Who will pay the bills when you are in the hospital V
should be conveyed." ( Page iv, POS.

)

2. "... a larger proportion (of policyowners) than the U.S. population are

widowed, divorced or separated. This indicates that appeal has been to those who
are not immediately supported by a spouse . . . future ad copy should emphasize
the necessity of coverage, especially when not immediately supported by a spouse."

(Page 6. POS.)
3. "Upper age bracket policyowners are more heavily female than male ....

females at this age may feel more insecure than males concerning health costs

and hence purchase the coverage . . . The notion of inexpensive coverage should

be directed to males ^^ith the notion of essential coverage directed to females . . .

Ad copy should accentuate that coverage is excellent supplemental coverage to

Medicare to the older female who has a lower income." (Pages 8 and 9, POS.)

DO POLICYOWNERS UNDERSTAND WHAT THEY ARE BUYING?

In considering this aspect one should keep in mind the type of advertising

which this company uses : i.e., pay $600 a month. In fact, the average claim paid

is $124 and about 50% of claims filed within the first two years of becoming a
policyowner are rejected for pre-existing conditions.

On pages 24 and 25 of the survey, it requested certain information from policy-

owners with respect to types of insurance which the policyowners presently

have. The conclusion is that the results may not have been conclusive because
the policyowners may not have understood what type of insurance they presently
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have ; i.e., they would not know the difference between group insurance and non-

group insurance. One could speculate that the reason for this high rejection of

claims on the ground of pre-existing conditions was because the policyowners

would not understand this factor in the insurance policy. The policy itself is

confusing in this regard.

State of New York, Insurance Department,
Albany, N.Y., August 25, 1972.

Hon. Philip S. Haet,
Chairman, Committee on the Judiciary, Subcommittee on Antitrust and Monopoly,

U.S. Senate, Washington, D.C.

Dear Senator Hart: Mr. Robert E. Slater, Chairman of the Board of the

National Liberty Corporation and of its insurance subsidiaries, recently testi-

fied before your Subcommittee with respect to health insurance. Without endors-

ing the remainder of his testimony, we want to set the record straight with
reference to "New York grades companies from A-f to F in anticipated cumula-
tive loss ratio and under this standard National Liberty Companies rate A-f"
and "our corporation, on the other hand, formed a new company in New York in

1971, which has an A-f rating in claims . . ." contained on page 14 of Mr. Slater's

prepared text, and a similar reference to "A+ rating in New York" appearing on
page 17.

Neither the New York State Insurance Department nor the State of New York
rates insurance companies on any bases that would be encompassed by the A+
reference. The New York State Health Department did publish a monograph
setting forth a proposed system for grading health insurance policies based on
a "benefit ratio" concept and grading policies from A+ to F— . The benefit ratio

referred to in that monograph concerns the proportion of the total medical ex-

penses that would be paid for by an insurance policy for a stated common illness

or medical procedure. Under the proposed grading system a policy having a 65%
or better benefit ratio would rate A4-.

Mr. Slater in his testimony apparently confused the cumulative loss ratio

requirement for approval of policy forms by the Insurance Department in New
York with the benefit ratio proposed in the Health Department's monograph.
In fact, the two National Home Assurance Company's policies used in New York
would rate F and F+ on the basis of the grading system proposed in the Health
Department's monograph.

"We would appreciate it if this letter were made a part of the transcript of

your Subcommittee's hearings on health insurance.
Sincerely yours,

Robert J. Bertrand,
Deputy Superintendent.

National Liberty Corp.,

Valley Forge, Pa., September 5, 1972.

Mr. Robert J. Bertrand,
Deputy Superintendent, State of New York,
Insurance Department, Albany, N.Y.

Dear Mr. Bertrand : Thank you for your letter dated August 25, 1972, relating

to our testimony before the Senate Antitrust and Monopoly Subcommittee. A
copy of my July 17 letter to you bearing on our reference to rating by the State

of New York of health insurance policies according to loss ratios is also enclosed.

Our testimony relied on a report dated February 3, 1972. published by William
D. Witter, Inc. which report inferred that the New York State Insurance

Department grades policies on the basis of loss ratios. After reviewing this

analyst's report and before preparing our testimony for the Senate Antitrust

and Monopoly Subcommittee, we on several occasions questioned the New York
State Insurance Department to make sure that our interpretation was correct.

In the absence of any reply from the Department, we assumed that our interpre-

tation was in fact accurate.
Having read the monograph published by the New York State Health Depart-

ment, I share your view that the monograph nowhere suggests a grading schedule

hised on loss ratios. You will understand, however, after reviewing the enclosed

William D. Witter, Inc. report, why our testimony referred to grading on the

basis of loss ratios.
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In accordance with your request, we enclosed herewith a schedule of loss
ratios for policy issue years 1963 and after. This schedule has been prepared
from data compiled on the same basis as that which was used for policy issue
years 1960 through 1962 appearing in Exhibit "I" on Page 14(a) of our Senate
Subcommittee testimony.

Very truly yours,
Robert E. Slater.

National Liberty Corp.,
Valley Forge, Pa., SeptemMr 5, 1972.

Senate Subcommittee on Antitrust and Monopoly,
Senate Annex,
Washington, B.C.

(Attention: Dean Sharp, Esquire).

Dear Mr. Sharp: I enclose herewith a copy of Mr. Slater's letter bearing
today's date to Deputy Superintendent Robert J. Bertrand of the New York
State Insurance Department. Mr. Bertrand has raised with Mr. Slater ques-
tions relating to his testimony before the Subcommittee to the effect that the
New York State Insurance Department has graded the National Liberty Group
on the basis of the loss ratios of its policies. Our testimony that "New York
grades companies from A+ to F in anticipated cumulative loss ratio and under
this standard National Liberty Companies rate A+" (Testimony Page 14) was
apparently erroneous.

Mr. Bertrand noted that the grading system was proposed by the New York
State Department of Health rather than the Insurance Department of the state
of New York, and that the grading system proposed was based on "benefits
ratios" (percent of medical charges covered by instirance) rather than loss
ratios. As Mr. Slater states in his enclosed letter to Mr. Bertrand, our testimony
relied on an analyst's report published by William D. Witter, Inc. on February 3,

1972. This reliance may have been a mistake.
In any event, we want to bring to your attention the fact that our testimony

relating to the grading by the New York State Insurance Department might be
inaccurate although it is clear that our policies issued in New Y^'ork are priced
to produce cumulative loss ratios of not less than 60-65%. Of course, National
Liberty Corporation has at all times wished to cooperate fully with the Sub-
committee in every way, and wants the record to be clear that any misinforma-
tion contained in its te.stimony was entirely unintentional.

Very truly yours,

Donld D. Kennedy, Jr.

Peat, Marwick, Mitchell & Co.,

Certified Public Accountants.
Chicago, III., January 4, 1971.

Mr. Benjamin Weiaver,
Treasurer, National Liberty Corp.,

Valley Forge, Pa.

Dear Ben : I am writing this letter to report on the status of adjusted earn-
ings for National Liberty and National Home.
Natural re.serve factors have been calculated for life insurance and health

insurance in Valley Forge. Assumptions used are outlined in Exhibits 1-4. I

have previously given one copy of these factors to Stan Sims and John Gibson.
A duplicate set (Exhibits 5 and 6) is attached with this letter.
A magnetic tape with guaranteed renewable factors has been sent to Stan

Sims.
Several points should be made about guaranteed renewable natural reserves

:

1. The interest assumptions are the same as for guaranteed renewable St.
Louis business.

2. Expenses and commission for both insurance companies are based on the
50%-20% commission scale paid by them to DeMoss Associates.

3. For 1970 National Home issues after September 1st, I understand the full
acquisition expense is charged directly to National Home. Based on the level
of acquisition expense, this means an expense reserve based on a 64%-20% scale
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could be used. As indicated in Exhibit 3, the National Home expense reserves
in 1970 issues can be adjusted (made more negative) by 11.6%, which should
account for this change in acquisition expense.

Also attached is a set of factors to amortize the acquisition expense in DeMoss
Associates not covered by the insurance companies. For every dollar of expense
incurred in a given calendar year, these factors are the remaining unamortized
expense as of each December 31. They are designed to be consistent with ex-

pected premium income over the life of health insurance business, I calculated
two alternate sets of factors, depending upon whether you assume the unamor-
tized balance increases with interest each year. This does not appear to have a
significant effect on the rate of amortization.

I hope to discuss these matters with you in the near future.
Sincerely,

Peat, Marwick, Mitchell & Co.,
Norman E. Hill, Manager.

EXHIBIT l.-NATIONAL LIBERTY LIFE INSURANCE CO. AND NATIONAL HOME LIFE ASSURANCE CO.

ASSUMPTIONS USED FOR NATIONAL RESERVES GUARANTEED RENEWABLE HEALTH BUSINESS

Type National National Presidential

Liberty Home and World

A. Major plans:

Hospital - - YA P3 SJ
Medical-Surgical 78 CS SQ
Accidental Death
Accident-Hospital 81 81 81

8. Issue ages (age group): Age used
0to29 27
30 to 39 37
40 to 49 47
50 to 59.... 57

60 up 67
C. Commissions (percent):

1. First year. 50
2. Renewals 20

D. Interest—Same as National Home. St. Louis:

Year of issue: ' Interest rate

1965and prior. 5 percent.

1966-68... 6M percent graded to 5K percent at end of

20 years.

1969 8 percent graded to 6 percent at end of 20
years.

E. Mortality:

100 percent of 1955-60. Ultimate male basic table, age last birthday.

F. Morbidity':

1956 Intercompany study adjusted as follows:

1. Hospital, based on National Liberty gross premium assumptions. ( ) male, 85 percent ( ) female, 80 percent.

2. National Home—4th day sickness coverage—use ratio of 0.75.

3. Reduced hospital benefit after age 65: ( ) National Liberty, Presidential and World, 80 percent: ( ) National

Home, 60 perc:nt

4. Equivalent surgical schedule: ( ) National Liberty, $200; ( ) National Home; (1) male, $280. (2) female, $240.

5. Medical in-hospital calls—each dollar per call equals 40 percent of the hospital claim cost per dollar, per day.

G. Lapse Rates—Saine as National Home, St. Louis:

Lapse rates

Year: (percent)

1 30

2 20

3 _ 15

4 11

5 and aftir._ Linton B
H. Premium taxes:

1 percent per year for all plans.

> All issues for National Home, Presidential and World included with the 1969 assumptions.

Exhibit 2

National Liberty Life Insurance Company and National Home Life
Assurance Company

temporary modifications, DECEMBER 31, 1970 (DUE TO TIME LIMITATIONS)

A. Presidential & World—use National Home factors.
B. Hospital reserves ages 57 and 67—due to rounding problems, reduce benefit

reserve factors and increase expense reserve factors slightly. The result is that
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each reserve is approximately $5,000 incorrect, although the total reserve (the

net of a positive benefit reserve and a negative expense reserve) should still be
correct.

C. Use hospital reserves in place of accident—hospital reserves, with a possible

manual adjustment.
Exhibit 3

National Liberty Life Insurance Co. and National Home Life Assurance Co.

Derivation of acquisition expense as a percent of premium

A. Acquisition expense, January-September, 1970 :

De Moss Associates $15,051,000
National Home 1, 925, 000

Total 16, 976, 000
B. Estimated acquisition expense, calendar year 1970 22, 500, 000
C. Estimated Mrst year premiums issued

—

1. First year premiums 1969 :

(rt) National Liberty 8,800,000
{b) National Home 11,600,000

Total 20,400,000
2. Ratio of acquisition expense 1970/1969 equals 22.5 million

divided by 12.8 million 1. 75
3. Estimated first year premiums 1970 35, 000, 000

D. Ratio of acquisition expense to first year premiums (percent) 64
E. For National Home, effective acquisition expense for 1970 : 8

months at 50 percent ; 4 months at G4 percent 54%
F. Adjusted factor for natural expense reserves for 1970 National

Home issues equals 54% percent minus 20 percent divided by
50 percent minus 20 percent equals (percent) 11.6

EXHIBIT 4

NATIONAL LIBERTY LIFE INSURANCE CO. AND NATIONAL HOME LIFE ASSURANCE CO. ASSUMPTIONS
USED FOR NATURAL RESERVES ON LIFE INSURANCE

A. Major plans, all companies:
1. Type and issue years:

Ordinary life (old), 1968 and prior... S143-1000
Ordinary life (new), 1969 and 1970 S163-1000
College and career, all years S161-5001

2. Plans included under major plans: (a) Ordinary life, all whole life and endownment plans; (b)
College and career, college plans and all term plans.

B. Issue ages (age group and age used):
to 34 30

35 to 44 40
45 to 54 50
55 and above 60

C. Commissions, none.

D. Per policy expenses:
1. 1st year, $30 per policy.

2. Renewal, $5 per policy.

E. Premium taxes:

1. 1968 and prior issues, 1 percent.

2. 1969-70 (including all term), 2H percent.

F. Interest:

Year of issue and interest rate (percent):

1968 and prior. 5
1969-70.... 5Ji
All term 23

G. Mortality: 100 percent of 1955-60 ultimate male basic table, age last birthday.

H. Lapse rates: Linton C.

I. Average size policy:

1. Ordinary life(oid) $1,600
2. Ordinary life (new) 2,600
3. Term 10,000

1 5Ji percent graded to l}i percent at end of 20 years.
58 percent graded to 6 percent at end of 20 years.

90-319—73—pt. lA 19
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Exhibit 5A

National Liberty Life Insurance Co, and National Home Life
Assurance Co.

Format for guaranteed renewable natural reserve run

Information

:

Column

Duration 1

Midterminal Natural Reserves—Benefits ^ 2

Midterminal Natural Reserves—Expenses^ 3

Midterminal Natural Reserves—Total ^ 4

Natural Reserve Annual Premium—Benefits 5

Natural Reserve Annual Premium—Expenses 6

Natural Reserve Annual Premium—Total 7

Gross Annual Premiums 8

Terminal Natural Reserves—Benefits 9

Terminal Natural Reserves—Expenses 10

Terminal Natural Reserves—Total 11

1 Used in calculating calendar year adjusted earnings.

DeMoss Associates—Assumptions Used for Amortization of Acquisition
Expenses

A. Expenses—Per each dollar.

B. Interest accumulating on unamortized balance

:

1. Alternative 1—None.
2. Alternative 2—8 percent graded to 6 percent at end of 20 years.

C. Year and Lapse Rates :

1. 30 percent; 2, 20 percent; 3, 15 percent; 4, 11 percent; 5 and after,

Linton B.
D. Average age at issue—47.

Why Do We Amortize Acquisition Costs Over 20 Years?

(By W. Benjamin Weaver, Vice President, Finance National Liberty Corp.)

As of December 31, 1970, National Liberty revised its method of financial

reporting to conform with the accounting principles set forth in Audit Guide
For Life Insurance Companies, which was released as an exposure draft in

December 1970 by the American Institute of Certified Public Accountants.
Because we were one of the first companies to adopt these principles, and
because the adaptation of these principles has significantly changed our financial

statements, this memorandum is prepared to explain the theory behind these

adjustments, how the adjustments were calculated, and why we think the num-
bers produced by this method conservatively state the results of operation and
the financial condition for National Liberty Corporation.

This new method of accounting basically recognizes three points. First of all,

it recognizes the need for matching cost with revenue. Secondly, it recognizes

that insurance is, in fact, a business of long term contracts, and thirdly, it

recognizes that the management of the insurance company must know what
it's doing when it makes the various assumptions required for the establish-

ment of premium loss in the year in which such deviation occurs.

In order to clarify the above, let's consider the basic function of an insurance
company. An insurance company sells coverage against possible loss for a cer-

tain fixed premium rate. This premium rate is designed to produce a cash flow
which together with expected income vsrill be suflScient to cover expected claim
cost, expected cost of acquiring the business, expected cost of irsuing and admin-
istering the business and. if the company is a stock company, the expected profit

margin. These expectations are based upon actuarial and statistical summaries
of the past history, modified where appropriate, to the company's own experi-

ence. The insurance company is relatively confident that this past history will

be the experience in the future because of the "power of big numbers," i.e. if

statistics indicate that a person of a certain age has a life expectance of 40
more years, the probability of one person living exactly 40 years is remote, but
the probability of 100,000 people of the same age living an average of 40 more
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years is quite good. Hence, many of the variables the insurance company has
to contend with when establishing premium rates are significantly tempered
by this "power of big numbers."
Because insurance is, in fact, a business of long term contracts, and because

National Liberty, unlike most other companies, spends all its acquisition cost
at the time the business is placed on the books, one of the most critical assump-
tions in our company is the persistency assumption. This persistency assump-
tion is based upon the actuarial summaries of the past for our type of business.
It recognizes that at each premium due date a certain percentage of policy-
holders will pay renewal premiums. Hence, in order to match cost with revenue,
the acquisition cost must be capitalized and written off as the expected revenue
cycle, which takes into account the persistency assumption, is generated in the
form of premium income.
In attempting to apply this persistency assumption to the capitalization and

amortization of our acquisition cost, we recognized that because we had several
hundred advertising campaigns per year, it would be an administrative impossi-
bility to calculate this capitalization and amortization on a policy by policy basis.
Hence, we sought the help of the actuarial staffs of both Peat, Marwick, Mitchell
& Company and Lybrand, Ross Bros. & Montgomery.
The actuaries first reviewed our method of establishing premium rates, and

noted that we used the Linton B table for this persistency assumption. They
next reviewed our historic persistency statistics which were accurate for the last
5 years. These statistics indicated that, particularly in the first two years, our
actual experience was worse than that expected in the Linton B table, but that
the next three years were very close to the expectations of the Linton B table.
The actuaries then developed a table that modified the Linton B table for our
actual experience for the first 5 years.

In order to use these persistency statistics to develop an amortization schedule,
we then had to select an average age of our insureds at time of issue. Recent
experience indicated that this average age was 52, but in order to be conservative,
we advanced this assumption to issue age 57. This produced an amortization
schedule which was on a declining balance basis and extended for 43 years with
an unamortized asset at the end of the 20th year being about 15% of the original
acquisition cost, and in the 43rd year, the amortization would have been less than
.01%.
Again, to be conservative, we elected to arbitrarily shorten the amortization

period to 20 years by spreading the amortization that would have occurred after
the 20th year on a pro-rata basis over the first 20 years. Hence, we wind up with
a declining balance basis of amortization which does extend for 20 years, whereby
approximately 12% of the asset is amortized in the first year, and approximately
50% of the asset has been amortized after 7 years.
Having now calculated and capitalized the acquisition cost and developed the

related amortization, it next became necessary to look at our liability for future
benefits to policyholders. This liability, for statutory reporting purposes, had been
calculated on a 2 year preliminary term basis which basically recognizes the fact
that high acquisition costs are incurred in the first policy year and. accordingly,
no liability is created until the policy has been in force at least 2 years.

Since the cost of acquiring the business has been capitalized under the new
formula, it became necessary to start creating this liability fund immediately.
This liability fund is created on the net level premium basis and it does take into
account the best estimates of the company at the time the policy was sold as to
interest earnings, morbidity, mortality and persistency.
To explain these latter points in a little more detail, let's consider the interest

assumption. For statutory reporting purposes, this reserve is calculated on the
basis that the reserve funds will be invested at approximately 2^2% interest,
whereas when the policy was sold, a higher interest rate, say 514%, was assumed.
Henece, for generally accepted accounting purposes, when calculating this re-
serve, we assume that the reserve funds will bo invested at 5i/^%. As a point of
additional information, the interest earnings, the morbidity, mortality and per-
sistency assumptions, seem in our business to almost counterbalance each other
to the extent that the charge to earnings is very nominal because of these ad-
justments, but there is a very material increase in expense because of the con-
version from 2 year preliminary term to net level reserving.
Of course, deferred federal income taxes are recognized in exactly the same

fashion as would occur in any other industry.
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At National Liberty, these three adjustments, the increase in deferred acquisi-

tion cost, the increase in the liability for policyholder reserves, and the increase

in deferred federal income taxes, are the principal adjustments that are required

iu converting to generally accepted accounting principles. We believe that the

method that we have used does properly match cost with revenue and that we
have built a good number of conservative factors into our calculation.

To make sure that we had a method that would fairly state our results of

operation, and equally important, be a method by which our management could

be measured year by year, we employed not one, but two, of the largest public

accounting firms in the country—Lybrand, Ross Bros. & Montgomery and Peat,

Marwick, Mitchell & Company—to assist us in developing this method and audit

the results that were produced. In their opinion, the financial statements pro-

duced by this method fairly present our financial picture in accordance with
generally accepted accounting principles.

I'm sure at first glance many people will look at our results with a jaundiced

eye to the extent that 50% of our assets are in this deferred policy acquisition

cost account, and this represents approximately 150% of our net worth. We could

attempt to minimize the importance of this deferred asset account by pointing

out that the only way this asset would become completely worthless vv'ouUl be for

our entire policyholder file to simultaneously lapse at the balance sheet date, and
if that virtually impossible situation were to occur, then there would be a simul-

taneous release of the lability item for policy reserves and deferred taxes, which
at December 31, 1970 were equal to approximately 87% of the asset item "De-
ferred Policy Acquisition Costs."'

It would seem to me. however, to be more germane to recognize that the

reascm our deferred policy acquisition cost is so significant on our balance
sheet is l»eoause we are in the business of selling insurance on a profitable basis.

We, as management, don't rely on fancy bookkeeping methods to evaluate the

profitability of our investment in new business, but rather we use the discounted

cash flow basis of measuring the rate of return on a projected investment. This
discounted cash fiow basis does take into account the fact that insurance is

essentially a busines.s of long term contracts and we do, in fact, use a 20 year

{>eriod for projecting premium collections under this rate of return calculation.

We at National Liberty are delighted that we finally have a method of re-

I)orting earnings to our shareholders that, in our opinion, does match cost with

revenue, and is a method to which our outside auditors can provide certifica-

tion. Consider the predicament that we have found ourselves in in the pnst.

where we really bad three methods of reporting earnings. First, there was the

stjitutory method, which was basically a liquidating concern type of reporting,

which used the basic assumption that all policies lapsed at the balance .sheet

date, and which really didn't match cost with revenue.

Secondly, we had the method that we use for reporting for SEC purposes,

which provided for the capitalization and amortization of acquisition costs over

a three year period. This three year period was determined by compromise rather

than Itased upon the facts, and really didn't match cost with revenue.

Thirdly, in order to attempt to provide some method of reporting earnings

which came close to matching cost with revenue, we also reported to our .share-

holders what we called the investment analyst basis. This basis had two basic

(laws. First of all, it was based upon some arbitrary calculations which, as

history indicates, did come fairly close to matching cost with revenue as it is

n )W developed under the generally accepted accounting principles' basis, but

because of these arbitrary assumptions, we were unable to get independent out-

side certification. This method also had an inherent flaw in that it seemed every

investment analysis had his own method of developing adjusted earnings, which

certainly created quite a credibility gap in the investment community.
There has been very limited data available as to what competition in the

insurance industry is doing, or will do, in adopting this method, but we can

see in one prospectus that one company is using an amortization period of 20

lo 2.1 years, another company is using the natural reserve method of adjusting,

which has to result in a capitalization and amortization cycle that is much
lon!>-er. In our prospectus, we have attempted to take the bull by the horns and

specifically state exactly what we've done and, hopefully, the above will ex-

plain why we believe this is the right approach.

T hope the above has added some clarity to our method of converting to gen-

erally accepted accounting principles, and I welcome any comments or ques-

tions that you may have regarding this conversion.
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[As filed with the Securities and Exchange Commission on Aug. 26, 1971, Registration
No. 2-39973]

SECURITIES AND EXCHANGE COMMISSION

washington, d.c. 20549

Amendment No. 3

TO

Form S-1

REGISTRATION STATEMENT

Undex-

THE SECURITIES ACT OF lO^o

National Liberty Corporation
(Exact name of Registrant as specified in charter)

700,000 Shares

National Liberty Corporation Common Stoclv

PROSPECTUS

August 26, 1971

Smith, Barney & Co., Incorporated

Kidder, Peabody & Co., Incorpobated

No person has lieen autliorized to give any information or to make any rep-
resentation not contained in this Prospectus and, if given or made, such informa-
tion or representation must not be relied upon as having been authorized. This
Prospectus does not constitute an offer of any securities other than the registered
securities to which it relates or an offer to any person in any jurisdiction where
such offer would be unlawful. The delivery of this Prospectus at any time does
not imply that the information herein is correct as of any time subsequent to
its date.

PROSPECTUS
700,000 Shares

National Liberty Corporation Common Stock

Of the shares offered hereby. .100,000 shares are being sold by National Liberty
Corporation (the "Company"! and the remaining 200,000 shares are being sold
by the shareholders named under "Selling Shareholders". The Company will not
receive any of the proceeds from the sale of shares by sucli shareholders.
On August 26, 1971, the closing median bid price for tlie Company's Common

Stock in the over-the-counter market as reported by the National Association of
Securities Dealers' automatic quotation system was 37. See "Price Range of
Common Stock".
The shares offered hereby may not be sold in New York State, except to certain

institutions. For information on this restriction and for a summary of recent
changes in the business and accounting practices of the Company, see "Special
Considerations".

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE COM-

MISSION NOR HAS THE COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS,

ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE
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The shares of Common Stock are beins; offered by the several Underwriters
when, as and if delivered to and accepted by them, and subject to prior sale, with-

drawal of such offer without notice, approval of counsel and certain other condi-

tions. It is expected that the shares will be ready for delivery on or about
September 2. 1971.

In connection with this offering, the Underwriters may over-allot or effect

transactions which stabilize or maintain the market price of the common stock

of the company at a level above that which might otherwise prevail in the oi)en

market, such stabilizing, if commenced, may be discontinued at any time.

National Liberty Corporation

National Liberty Corporation and its subsidiaries ("National Liberty Croup")
primarily engage in soliciting and underwriting accident and health and life

insurance policies sold by mass marketing technifpies rather than through agents
compensated on a commission basis. The accident and health policies offered

typically provide disability income coverage by payment of a fixed weekly or

monthly benefit and generally are guaranteed renewable. Business is solicited

principally through coupon response advertising in newspapers and other mass
media. In addition, National Liberty Group makes limited use of an agency force.

In its operations. National Liberty Group makes substantial expenditures for

marketing activities, principally for the purchase of newspaper space for coupon
response advertising. See "ITse of Proceeds" and "Insurance Operations—Market-
ing". These policy acquisition costs are capitalized and then written off to expense
on substantially the same basis as the related premium income is expected to be

received. For a description of this and other accounting practices and their

effects, which are material, on the Group's reported results of operations and
financial position, see "Certain Factors Affecting Accounting and Profits" and
the Notes to Financial Statements referred to therein.

National Liberty Group's insurance business initially was concentrated on the

sale of policies, principally through direct mailings, to persons who represented

that they abstained from alcoholic beverages. In 1968, National Liberty Group
began selling policies to the general pul)lic, primarily through newspaper and
magazine advertising, and now directs the major portion of its marketing efforts

to this broader market.
National Liberty Corporation is a holding company which conducts its business

through operating subsidiaries. Insurance activities are conducted through De-

Moss Associates, Inc., National Liberty Life Insurance Company and National

Home Life Assurance Company. The Company is also engaged through smaller

subsidiaries in computerized systems management, development and .sale of com-

puter equipment and non-insurance marketing. Approximately 81% (76% after

giving effect to the offering made hereby) of the Company's outstanding Common
Stock is owned by Mr. Arthur DeMoss, its president. See "Principal Shareholder".

The executive offices of the Company are located in a recently constructed ofl5ce

building in Frazer, Pennsylvania. Its mailing address is Valley Forge, Pennsyl-

vania 19481, and its telephone number is (215) 647-ri(H)0.

Special Considerations

The Insurance Department of the State of New York has not approved the

shares offered hereby for sale in New York : it does not presently accept financial

statements of life insurance companies prepared on the basis of the generally

accepted accounting principles described under "Certain Factors Affecting

Accounting And Profits".

The following is presented to indicate certain recent changes in the business

and accounting practices of the Company :

1. Gross premium income from accident and health policies has increa.sed from

$21,349,097 in 1966 to $46,791,706 in 1970 or by 119%. Gross income in 1970 in-

cludes approximately $6,000,000 of premiums from reinsurance assumed, all of

which were solicited by DeMoss As.sociates through mass marketing techniques

for two unrelated insurers and reinsured by National Liberty Group. See "Na-

titmal Libertv Group" and "In.surance Operaticms—Reinsurance".

Marketing "expenditures have increased from $5,132,000 in 1966 to $24,102,000

in 1970 or by 369%,. See "Insurance Operations—Marketing".

2. National Liberty Group has changed its accounting method for 1970, and

the financial information contained herein prior to 1970 has been retroactively



$722,113.00
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Capitalization

The capitalization of the Company as of June 30, 1971, and as adjusted to
give effect to the sale of the Common Stock being offered by the Company, is as
follows

:

Outstanding As adjusted

Short term bank notes i $7, 500, 000 None
53^ percent convertible subordinated debentures due 1984 2 . 2,000,000 $2,000,000
Sundry other long term indebtedness _ 352,819 352,819

Total notes and long term debt (including current installments).. 9,852,819 2,352,819

Common stock, $1 par value (12,500,000 shares authorized) 3 8,794,961 9,294,961

' Bear interest at the prime rate, currently 6 percent per year.
2 The amount outstanding is the amount originally issued.
3 Outstanding shares exclude 92,592 shares of common stock reserved for issuance upon conversion of the convertible

debentures and 149,000 shares reserved for issuance upon exercise of options granted or to be granted under the
company's stock option plan. The authorized shares were increased from 7,500,000 shares to 12,500,000 shares on Apr. 28,
1971. The outstanding shares reflect a 4 for 3 stock distribution in April 1971. The company also has authorized 500,000
shares of preferred stock, $1 par value, none of w/hich is outstanding.

Note: National Liberty Group leases premises and data processing equipment tor various terms, for which the aggregate
annual rentals are approximately $1,343,000.

Dividends

The Company has not paid any cash dividends since its incorporation and
presently intends to continue to retain earnings for use in the business. The
Company has, however, made stock distributions and intends to continue to

consider making them, but no assurance can be given that any will be made.
For restrictions on the Company's ability to pay cash dividends and on the

ability of the insurance subsidiaries to pay such dividends to the Company and
the tax consquences thereof, see "Insurance Operations—Regulation", Note 5 to

Consolidated Financial Statements of National Liberty Corporation and Sub-
sidiary Companies and Note 5 to Consolidated Financial Statements of National
Liberty Life Insurance Company and Subsidiary.

Price Range of Common Stock

The following table shows the high and low bid prices per share of the Com-
pany's Common Stock, as reported by the National Quotation Bureau, Inc., in

the over-the-counter market since its initial public offering on July 2, 1968, as
adjusted for stock distributions of 6 for 5 in 1969, 5 for 4 in 1970 and 4 for 3 in

April 1971. These quotations represent prices between dealers, do not include

retail mark-ups, mark-downs or commissions, and do not represent

actual transactions.

1968:

1969

Third quarter^.

Fourth quarter.

First quarter. ..

Second quarter.

Third quarter.

.

Fourth quarter.

High
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Accountants in December 1970. This exposure draft has not been adopted by the

AICPA and there is no assurance that it will be adopted or that it will not be

substantially revised before adoption. The exposure draft sets forth broad guide-

lines for matching costs with revenues for insurance companies but does not

prescribe specific actuarial assumptions or methods for amortizing acquisition

expenses and calculating policy reserves to be used in financial reports. Accord-

ingly, neither the AICPA nor any committee thereof has considered or passed

upon the assumptions and methods adopted by the Company. If the exposure

draft is adopted in a changed form, the Company will report in accordance there-

with, which could have a material adverse effect on the Company's reporting

of its results of operations and financial position. If the exposure draft is not

adopted, the Company intends to continue to report on the same methods pre-

sented herein.

As shown in Note (a) to the following Consolidated Statement of Income,

consolidated net income is substantially higher than previously reported. Simi-

larly, the net income of the insurance subsidiaries reflected therein is substan-

tially higher than reported to state regulatory agencies. Such increases in net

income have resulted in corresponding increases in surplus. The following are

the principal areas of difference between the financial statements included herein

and the financial statements reported for years prior to 1970 by the Company

:

Policy Acquisition Costs.—In the financial statements included herein, policy

acquisition costs (largely expenditures for coupon response advertising) are

capitalized and then written off to expense on substantially the same basis as

the related premium income is expected to be received, as more fully described

in the next two paragraphs. The amount of capitalized policy acquisition costs

as of Dcember 31, 1970 was $63,265,347. The period over which costs are written

off is determined by taking into account persistency expectations and the age of

the policyholder at time of policy issue. For the bulk of the existing accident and
health business, these costs are written off over a twenty-year period on a de-

clining balance method, with approximately one-half written off in the first

seven years. Previously, they were written off over a three-year period, with
one-haif written off in the first year. For reporting to state regulatory authori-

ties, the insurance subsidiaries expense these costs as incurred. See Note 2 to

Consolidated Financial Statements of National Liberty Life Insurance Company
and Subsidiary.

In determining the period over which premium income is expected to be re-

ceived and the bulk of the acquisition costs are to be amortized, the Company
utilizes the Linton B table, one of several standard actuarial tables used in the

insurance industry, which, studies have indicated, represents the long-term lapse

patterns of a broad range of policy types. The same table is utilized by the Com-
pany in setting premium rates charged to its policyholders. The amortization
pattern indicated by the Linton B table has been modified by the Company to

reflect its actual lapse experience for the first five years (meaningful statistics

beyond five years not being available) and to reduce the amortization periods

indicated by the Linton B table to twenty years. A comparison between the

lapse rates based on the Company's experience and the lapse rates shown by
the Linton B table for the first five years is as follows :

[In percent]

Lapse rate'

Policv venr:

i.l

2 ._

3. _

4

5

'The number of policies lapsing in each policy year as a percentage of the policies in force at the beginning of such year.

Company's
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Premium income expected to be received over the life of any given group of

policies is calculated based on expected lapsation as described above. To deter-

mine the amount of acquisition costs to be written off to expense for a given
group of policies in any given year, the Company multiplies the total acquisition
co.sts (substantially all incurred in the first year) for such group of policies by
a fraction, the denominator of which is the sum of all premium income expected
to be received over the 2(>-year period from such group of policies and the
numerator of which is the premium income expected to be received in that par-
ticular year from such group of policies.

The Company believes that the above approach of matching income and ex-

pense is justified because (1) the Linton B table as modified is used in setting

premium rates charged to policyholders, and, according to the exposure draft,

should be used as the basic element in determining the period over which costs

are to be amortized, (2 ) the modification of the Linton B table for the Company's
actual lapse experience is in accordance with the principles contained in the
exposure draft, (3) the lapse rates experienced by the Company are trending
towards the Linton B table as shown by the above comparison and (4) the modi-
fication of the Linton B table results in a more rapid amortization of acquisition

costs than would otherwise have resulted had the Linton B table not been
modified.
As the Company's experience develops, the Company will compare its lapse

rates annually with tho<e utilized in the development of its amortization sched-

ule. In the event that the Company's future experience shows a greater lapse

rate than the present rates utilized, the amortization schedule will be modified
to refiect current expeiience and a greater amount of policy acquisition costs

will be written off each year. This may have a material adverse effect on the
Company's future operating re.«<ults.

Liability for Policy Reserves.—The liability for policy reserves has been cal-

culated on a net level premium basis, whereas previously (and currently for

reporting to state regulatory authorities) the Liability for policy reserves had
been calculated on a modified preliminary term basis. Adjustments also have been
made to reflect the use of different assumed interest earning rates, persistency

expectations and morbidity and mortality tables. As a result, policy reserves

as of December 31, 1970 were $37,285,3.'i2, as compared to policy reserves on a

statutory basis of $29,033,.".10.

Deferred Income Taxes.—Deferred income taxes have been provided for after

taking the above and other minor adjustments into consideration and were
$18,678,448 as of December 31, 1970.

For additional information, see Notes (a) and (d) to Consolidated Statement
of Income of National Liberty Cori>oration and Subsidiary Companies, Notes 1

and 4 to Consolidated Financial Statements of National Liberty Corporation

and Subsidiary Companies and Notes 1, 2, 4 and 5 to Consolidated Financial

Statements of National Lilierty Life Insurance Company and Subsidiary.

National Liberty Corporation and Subsidiary Companies Consolidated
Statement of Income (a)

The following consolidated statement of income of National Liberty Corpora-

tion and Subsidiary Companies has been examined by Lybrand, Ross Bros. &
Montgomery, independent certified public accountants, and their opinion with
respect thereto (which is based in part on the report of other certified public

accountants) appears elsewhere in this Prospectus. This statement should be

read in conjunction with the other consolidated financial statements and related

notes of National Liberty Corporation and Subsidiary Companies included else-

where herein.
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1966 1967 1968 1969

Net income as originally reported. _ .._ $1,840,901 $1,496,315 $2,548,978 $2,919,762
Retroactive adjustment resulting from
pooling of interests of National Home (233,519) (774,202) (207,483).

Net income as reported in 1969 _ 1,607,382 722,113 2,341,495 2,919,762

Retroactive adjustments resulting from
adoption ol principles contained in
AI(5"A expoiUie drait;

Deferred acquisition costs 3,795,395 3,695,667 4,367,205 7,381,964
Policy resenres (1,525,121) (911,233) (1,656,581) (451,404)
Deferred income taxes (1,101,372) (1,252,397) (2,395,701) (3,634,665)
Other.. _ 519,299 658,988 1,015,759 97,970

Net income as reported in accompany-
ing consolidated statement of in-
come 3,259,583 2,913,138 3,672,177 6,313,727

See NutL' (1) below.

(b) In March 1968, DeMoss Associates, Inc., a consolidated subsidiary, entered into a
service agreement v?itli the Presidential Life Insurance Agency, Inc. (Presidential) under
which DeMoss Associates earned a fee for soliciting insurance policies based on the profit-
ability of the business written. Such fee amounted to $757,343 for 1968 and $1,728,271 for
1969. On .July 1, 1969, DeMoss Associates, National Liberty Life, National Home, and
Presidential entered into agreements pursuant to which the insurance subsidiaries re-
insured such business, receiving a reinsurance premium in lieu of DeMoss Associates'
receipt of such fee.

(c) For income tax purposes the Company charges policy acquisition costs to income as
incurred, while for financial reporting purposes such costs are deferred and amortized over
the periods benefited. Deferred income taxes relate principally to the difference in report-
ing these costs for financial and tax purposes. Deferred income taxes applicable to invest-
ment gains (losses) for the five years ended December 31, 1970 amounted to $380, $71,000,
.S40.000. NONE and ($111,000), respectively. For further information with respect to
income taxes, see Note 6 to Consolidated Financial Statements of National Liberty Corpo-
ration and Subsidiary Companies.

(d) Policy acquisition costs capitalized and amortized over future years are the excess
first year costs of putting new business on the books, wliich for direct response business
(principally accident and health insurance) is the cost of making the various solicitation
efforts and consist primarily of advertising, printing, postage, list rental and the cost of
creating and administering solicitations. For the agency business (principally life insur-
ance), this cost is principally the excess first year commission tliat is paid to nonrelated
insurance agents. Operating expenses which are written off as incurred are the cost of
maintaining the policies on tlie books after they have been sold and are primarily made
up of the cost of billing and collecting premiums, paying claims and developing necessary
reports.

Depreciation is computed under the straight-line method in the consolidated financial
statements. Charges to income for the five years ended December 31, 1970 amounted to
$20,842, $57,100, $97,626, $99,139, and $143,335, respectively. Interest expense charged
to income for the five years ended December 31, 1970 amounted to $34,436. $40,945,
$29,004. $6,064, and $.309,771. respectively.

(e) Management is of the opinion that the effect on future income statements as a
result of the sale of the portfolio of term mortgage insurance will not be detrimental.

(f) Per share amounts applicable to common stock are based on the average number of
shares outstanding during each year adjusted for (1) common stock issued in connection
with acquisitions accounted for on a pooling of interests basis, (2) stock distributions in-

cluding the 4 for 3 distribution in April 1971 (see Note 12 to Consolidated Financial
Statements of National Liberty Corporation and Subsidiary Companies) and (3) conversion
of the convertible subordinated debentures at date of issue and exercise of outstanding
stock options, which are common stock equivalents.
The proceeds from the sale of a portion of the shares offered by this Prospectus will be

used to repay the short-term borrowings ($5,250,000) which were outstanding at Decem-
ber 31, 1970.' Had such portion of the offered shares been sold at current prices in lieu of
incurring such bank borrowings (and the interest and related income taxes with respect
thereto been eliminated from the income statement) pro forma per share of common stock
data for 1970 would not have changed significantly.

Had the Company continued (1) to use Its former method of accounting for life insur-

ance subsidiaries, (2) to incur policy acquisition costs with respect to direct response
solicitation in its agency subsidiary and (3) to amortize such costs over a three-year period

in declining annual rates of 50%. .H2% and 18%. income before extraordinary gain, extraor-

dinary gain and net income for 1970 would have been $2,690,066, $4,413,087 and $7,103,153,
respectively, or $.31. $.50 and $.81 per share, respectively.

(g) First-year and renewal premium Income are as follows :
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1966 1967 1968 1969 1970

Accident and health:
1st year premiuius $9,004,424 $8,286,155 $6,28.8,753 $9,772,418 $19,325,110
Renewal premiums 12,344,673 16,831,071 20,215,070 22,134,912 27,466,626

Life:

1st year premiums 3,147,615 2,080,349 1,779,195 2,081,909 3,026,305
Renewal premiums 3,985,481 5,170,665 6,418,391 7,856,001 4,133,156'

Total premiums. , 27,482,193 32.368,240 34,701,409 41,845,240 53,951,197

Premium Income In this Note Includes reinsurance premium income, substantially all of
which is from reinsuring accident and health policies written by DeMoss Associates for
unrelated insurers under the arrangements referred to in Note (b) above.

Net income declined in 1967 principally because of losses incurred by National
Home on certain group policies which have since been terminated.
The decline in life premiimi income in 1970 resulted primarily from the sale as

of January 1, 1970 by National Home of approximately $500,000,000 of term mort-
gage insurance to an unrelated insurance company and from expiration, or ter-
mination by National Home in 1969, of eleven group life insurance contracts.
National Home has discontinued writing term mortgage insurance. See Note 1
to the table of Life Insurance Premium Income and Notes 4 and 5 to the table
of Changes in Life Insurance in Force under "Insurance Operations—Insurance
Statistics".

The provision for deferred income taxes in 1970 is lower in relation to net
income than in 1969 principally because, beginning September 1, 1970, National
Home incurred substantial policy solicitation costs directly instead of paying
commissions to DeMoss Associates. This reduced the net income of the latter,
which would be subject to a higher effective tax rate than National Home. See
Note 8 to Consolidated Financial Statements of National Liberty Life Insurance
Company and Subsidiary.

Unaudited Interim Results of Operations.—Set forth below are the unaudited
consolidated interim results and per share amounts for National Liberty Corpo-
ration and Subsidiary Companies for the six-month periods ended June 30, 1970
and June 30, 1971. In the opinion of the management of National Liberty Corpo-
ration, all adjustments (which include only normal recurring accruals) neces-
sary to a fair statement of the information shown below for the respective six-
month periods have been included.

6 MONTHS ENDED JUNE 30

1970 1971
(unaudited) (unaudited)

Total revenues _ $24,432,000 $40,213,000

Income before investment losses and extraordinary gain

Investment losses, net of related deferred income tax benefit of $111,000 in 1970 and
none in 1971

Income before extraordinary gajn_

Extraordinary gain on sale of portfolio of insurance, net of related deferred income
taxes of $1,083,000 ' -

Net income

Per share of common stock:

Income before investment losses and extraordinary gain

Investment losses _.

Income before extraordinary gain.

Extraordinary gain' _._

Net income .71

1 See note (e) to consolidated statement of income of National Liberty Corp. and subsidiary companies.

3, 540, 000

(570, 000)
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Nation.^!. Liberty Group

National Liberty Group consists of National Liberty Corporation (the "Com-
pany"), which is the parent of the Group, National Liberty Life Insurance Com-
pany ("National Liberty Life") and its subsidiary. National Home Life Assurance
Company (•"National Home"), which write accident and health and life insur-
ance, DeMoss Associates, Inc. ("DeMoss Associates"), which solicits insurance
business through mass marketing techniques, and several other smaller subsidi-

aries which are not directly engaged in the solicitation or writing of insurance.
The Company, incorporated in Pennsylvania in 1967, acquired all of the out-

standing capital stock of DeMoss Associates and National Liberty Life in 1968.

The insurance business of National Liberty Group originated in 1959 when
Mr. Arthur DeMoss, as an independent agent, started writing accident and health
insurance for abstainers, solicited principally through direct mailings. In 1960,

this business was assumed by DeMoss Associates. In 1963, National Liberty Life,

then an inactive insurance company owned by Mr. DeMoss, began underwriting
some of the new accident and health insurance solicited by DeMoss Associates
and acquiring some of the policies which DeMoss Associates had solicited as
agent for imrelated insurers. By 1965, National Liberty Life had become the
primary insurer for all policies sold by DeMoss Associates. In order to increase

the number of states in which it was licensed to write insurance, in 1960 National
Liberty Group acquired National Home, which was then licensed to do business
in substantially all states except New York. See "Insurance Operations

—

Regulation".
DeMoss Associates initially sold, primarily through the use of direct mailings,

accident and health insurance under the "Gold Star Plan" to people who repre-

sented that tliey abstained from alcoholic beverages. In 1968, DeMoss Associates

began soliciting the general public, primarily through the use of newspaper and
magazine advertising, as an agent for two unrelated insurance companies.
Policies resulting from such solicitation were reinsured by National Liberty

Group. The agency agreements with the two independent companies were ter-

minated by DeMoss Associates in 1970, and substantially all of the policies sold

pursuant to the agreements have Vieen assumed by National Liberty Group.
The following chart sets forth the principal companies in the National Liberty

Group. All subsidiaries shown are wholly-owned except as noted. See "Non-
Insurance Subsidiaries "

NATIONAL LIBERTY CORPORATION

DeMoss National National National National
Associates Liberty Information Consumer Venture

Life Systems ^ Marketing 2 Capital

'

I

National
Home

' Owned 75% by the Company, 10% by three of its officers (one of whom is a director of the Company)
fvnd 15% bv the pubhc.

2 Owned 89% by the Company and 11% by its president, who is also a director of the Company.
3 Owned 90% by the Company and 10% by its president, who is a former officer of the Company.

Insurance Operations

marketing

The insurance business of National Liberty Group is solicited principally

through mass marketing conducted by DeMoss Associates. Marketing expendi-

tures, principally for coupon response advertising, by National Liberty Group
for the five years ended December 31, 1970 were

:

1966 $5, 132, 000 1969 $13, 146, 000
1967 6,283,000 1970 24,102,000
1968 8,318,000
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Expenditures for the first six months of 1971 were $17,665,000. See "Use of
Proceeds" for estimated 1971 and 1972 expenditures and "Certain Factors
Affecting Accounting and Profits" for the accounting treatment of these expendi-
tures. Tlie ratio of premium income to marlveting expenditures has declined
substantially over the past five and one-half years. The Company believes, how-
ever, that the effect on net income has been more than offset by the increase in

the volume of premium income which has resulted from such marketing expendi-
tures and by improvement in the ratios of losses and costs of maintaining poli-

cies on the books to premium income. For a description of such costs see Note (d)
to Consolidated Statement of Income of National Liberty Corporation and Sub-
sidiary Companies.

DeMiiss Associates presently emphasizes newspaper advertising and direct
mail to sell insurance policies and recently has started to test radio and tele-

vision advertising. A continuing program of testing the results and improving
the format of its advertisements is conducted to determine which formats and
types of advertising media are most effective for specific market segments and
jircduce the highest return per advertising dollar expended. This testing pro-
gram involves numerous pilot projects. Each marketing project is monitored by
computer, with results evaluated daily, thus providing a basis for close control
of expenditures. DeMoss Associates employs approximately 100 persons who
are involved in media selection, research, marketing .systems and statistics, copy
and art work and project management and, in addition, employs four unrelated
advertising agencies for certain creative services and for purchasing advertising
space.

National Liberty Group maintains contact with existing policyholders through
telephone calls and direct mailings to improve policyholder persistency and to
promote the sale of additional coverage.

National Home, to a limited extent, also sells insurance (predominantly life
insurance) through general agents. In 1970, two non-exclusive agencies began
writing insurance for National Home and accounted for the bulk of its premium
income of approximately $1,250,000 from new life insurance written on an
agency basis. National Liberty Life has no agents.

TYPES OF INSURANCE WRITTEN

National Home offers a portfolio of individual and group life and accident
insurance, and hospitalization and medical insurance, including standard riders,
which are underwritten almost entirely on a non-participating basis. National
Liberty Life emphasizes the sale of accident and health insurance to abstainers
and also offers life insurance to existing holders of its accident and health poli-
cies. By direct mail solicitation, it offers convertible term life insurance to col-
lege students under its College Life Program.
Under a typical accident and health policy providing disability income cover-

age during hospitalization. National Liberty Life or National Home agrees to
pay the holder at the rate of $500 a month for the duration of each hospital
confinement. Some policies provide for lump sum payments in the event of acci-
dental death or dismemberment. Typical monthly premiums range from $3.30 to
$8.50, after conversion from a lower introductory monthly premium. Both com-
panies also write medical, surgical and nursing policies providing limited reim-
bursement for specified surgical and nursing expenses, as well as accident poli-
cies providing for payments of specified amounts up to $1,000 per month, if the
insured is hospitalized as the result of an accident.

Substantially all of the accident and health policies written by National Lib-
erty Life since 1968. and by National Home since 1970. are guaranteed renew-
able by the insured for life. Such coverage may not be cancelled by the insurer,
but—except during the price freeze ordered by the President of the United States
on August 15, 1971 and any extension thereof—premium rates may be raised
uniformly on a state, territorial or nationwide basis, if approved by the appro-
printe authorities.
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Because they emphasize the writing of accident and health and life insurance

policies with relatively small benefit payments or face amounts. National Home
and National Liberty 'Life do not usually require medical examinations before

issuing such policies'. Although each company accepts some substandard life in-

surance risks at an increased premium, neither emphasizes such coverage.

INSURANCE STATISTICS

The following table sets forth the premium income and income before income

taxes of National Liberty Group attributable to direct response solicitations

(primarily based on return of coupons from newspaper and direct mail adver-

tising) and to agency solicitations for the five years ended December 31. 1970:
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1966 1967 1968 1969 1970

Net premiums collected (statutory basis):

Direct response $18,352,217 $21,003,130 $23,012,011 $28,685,747 $45,079,362
Agency 6,071,485 4,834,217 4,045,009 3,824,568 2,393,654

Combined.... 24,423,702 25,837,347 27,057,020 32,510,315 47,473,016

Net premiums earned:
Direct response 15,331,679 20,558,906 22,474,087 28,026,907 44,465,671
Agency 6,017,418 4,558,320 4,029,736 3,880,423 2,326,065

Combined 21,349,097 25,117,226 26,503,823 31,907,330 46,791,736

Losses incurred (including increase in

accident and health reserves):

Direct response 7,495,752 9,762,163 11,010,091 11,281,950 20,366,248
Agency 3,893,783 2,489,190 2,582,618 2,434,433 1,505,531

Combined... ._ 11,389,535 12,251,353 13,592,709 15,716,383 21,871,779

Underwriting expenses incurred:

Direct response 1 7,933,346 9,484,750 9,013,098 12,509.098 28,032,172
Agency 2,380,265 1,801,480 1,664,601 1,548,154 1,042,442

Combined 10,313,611 11,286,230 10,677,699 14,057,252 29,074,614

Ratio of losses incurred to net premiums
earned (percent):

Direct response 48.9 47.5 49.0 47.4 45.8
Agency 64.7 54.6 64.1 62.7 64.7
Combined. 53.4 48.8 51.3 49.2 46.7

Ratio of underwriting expenses incurred

to net premiums collected (percent):

Direct response' 43.2 45.2 39.2 43.6 62.2
Agency 39.2 37.3 41.2 40.5 43.6
Combined 42.2 43.7 39.5 43.2 61.3

Underwriting profit (loss) ratio (percent):^

Direct response • 7.9 7.3 11.8 9.0 (8 0)
Agency (3.9) 8.1 (5.3) (3.2) (8.3)
Combined! 4.4 7.5 9.2 7.6 (8.0)

• Prior to 1970, all solicitation costs relating to direct response business were incurred by DeMoss Associates, which
received as compensation therefor Ist-year and renewal commissions from National Liberty Life or National Home. Had
the insurance subsidiaries incurred solicitation costs directly (and not paid commissions to DeMoss Associates), direct
response underwriting expenses incurred (and the ratio of direct response underwriting expenses incurred to net premiums
collected) wojld have been significantly higher and the direct response underwriting profit (loss) ratio would have been
significantly lower and in some years would have been negative. In 1970, $8,621,576 of solicitation costs were incurred by
National Home, reflecting a decision to have National Home incur a portion of the solicitation costs. Such costs are reflected
In direct response underwriting expenses for that year. Had the prior practice been continued, direct response underwriting
expenses incurred would have been $7,284,202 lower, which would have changed the ratio of direct response underwriting
expenses incurred to net premiums collected to 46.0 percent, the direct response underwriting profit ratio to 8.2 percent
and the combined underwriting profit ratio to 7.4 percent.

2 The difference between 100 percent and the sum of the footnote i ratio of losses incurred to net premiums earned
and footnote 2 ratio of underwriting expenses incurred to net premiums collected.

Life Insurance Premium Income.—The following table sets fortb the life
insurance premium income of National Home and National Liberty Life for the
five years ended December 31, 1970

:

1966 1967 1968 1959 1970

Ordinary life:

Direct Response.... $1,001,893 $1,516,976 $1,832,024 $2,179,470 $2,849,237
Agency 3,860,202 3,695,560 4,231,798 4,784,693 3,009,871

Grouplife 2,271,001 2,038,473 2,133,766 2,973,747 1,300,353

Total... 7,133,096 7,251,014 8,197,586 9,937,910 17,159,461

'See Notes 4 and 5 to the following table. First-year premium income from ordinary life In 1970 was $2,575,936 as com-
pared to $1,553,100 in 1969.

90-319—73—pt. lA-
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Changes in Life Insurance in Force.—The following table sets forth the changes
in life insurance in force for the five years ended December 31, 1970

:

1966 1967 1968 1969 1970

InforceatJan. 1 ' $384,615,654 $654,781,685 $941,837,497 $1,093,109,492 $1,323,445,012

Life insurance written:

Whole life 22.754.591 13,438,793 36,241,419 67,905,639 112,386,081

Group life 87,811,449 2,295.200 22,979,174 2 243,731,013 38,487,723

Term 205,358,114 3 391,436,004 252,789,267 224,838,857 U00,374, 150

Total 315,924,154 407,169,997 312,009,860 536,475,509 251,247,954

Terminiations:

Death 2,600,887 3,576,862 3,655,779 4,881,055 1,994,029
Expiry . .. 7,232,392 18,412.664 11,658,945 5 126,986,622 847,364

Surrender 1,225,776 1,174.200 782.954 1,410,981 2,407,035
Lapse 21.981.090 70.229,870 139.005.761 161,414,772 161,304,200

Decrease 12.717,978 26,720,589 5,634,426 11.446,559 4 595,242,311

Total 45,758,123 120,114,185 160,737,865 306,139,989 761,794,939

In force at Dec. 31: •

Whole life 53,752,094 59,152,854 72,998,251 119,204,190 191,750,199

Group life 245,364,932 228,016,701 237,993,395 -'352,936,693 2 5 206,950,245

Term 355,664,659 654,667,942 782,117,846 851,304,129 M14, 197, 583

Total -- 654,781,685 941,837,497 1,093,109,492 1,323,445,012 812,898,027

Lapse ratio (percent) 9 21 21 19 18 15

1 Reinsurance ceded has not been deducted; reinsurance assumed has been included. Insurance in force at Dec. 31 of

each of the years 1965 through 1970 which had been ceded was as follows: 1965—$12,455,614; 1966—$15,622,922; 1967—
$195,309,818; 1968—$226,032,541; 1969—$222,983,049; 1970—$62,873,039. See "Reinsurance".

- Group life in force includes insurance under Federal Employees Group Life Insurance (FEGLI), Service Employees Group

Life Insurance (SEGLl) and Pennsylvania Employees Group Life I nsurance (PEGLI) of $188,956,735 in 1969 (the 1st year in

which National Liberty Group participated in these programs) and $172,736,949 in 9170.

' In 1967, National Liberty Life made a special offer to college students of a term policy converting automatically to whole

life insurance at age 25.

4 As of Jan. 1, 1970, National Home sold approximately $500,000,000 of term mortgage insurance to an unrelated in-

surance company and discontinued this line of business. Premium income from this business in 1969 was approximately

$3,674,000. This business was sold to obtain a higher return on invested capital. See Note (e) to Consolidated Statement of

Income of National Liberty Corp. and Subsidiary Companies.
5 In 1969, 11 National Home group policies expired or were terminated.
' Lapse ratios relate only to ordinary business (whole life and term) and are determined by dividing the total number

of policies surrendered and lapsed by the mean number of policies in force. Since data for group contracts do not reflect

surrender or lapse of individual policies, lapse ratios for group contracts are normally not meaningful.

Investments and Investment Results.—The investment committee, which is

appointed by and responsible to the board of directors of the Company, meets
monthly to formulate investment policies and guidelines (including specific

limitations with respect to classes of investments) and to review the activities

of the investment department. For membership of the investment committee, see

"Management—Directors and Executive OflScers". To ensure appropriate diversi-

fication, no more than two per cent of total investment assets are invested in the

securities of any one issuer, except U.S. government securities. Additional
restrictions under state insurance laws are also applicable to the insurance
subsidiaries. The investment department executes transactions in marketable
securities pursuant to such guidelines with the prior approval of any two mem-
bers of the investment committee. These investments are subsequently reviewed
by the full committee. Transactions in non-liquid investments must be made
with prior approval of two-thirds of the investment committee.
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The investment results of National Home and National Liberty Life during
each of the last five years, on a statutory basis, were as follows :

Average
Rate of return

Year Cash
Invest-

ments 1

Net in-

vestment
incomes

Cash and
investments

(percent)

Invest-

ments
(percent)

Net realized Net un-
gains realized gains

(losses) on (losses) on
invest- invest-

ments 3 ments *

1966 _ $935, 556 $15, 747,473 $752,553 4.37 4.78
1967 1,035,778 19,685,821 954,836 4.38 4.85
1968 1,381,419 23,841,807 1,217,325 4.64 5.11
1969 2,568,416 29,375,736 1,735,554 5.24 5.91
1970 3,763,357 36,500,397 2,313,836 5.87 6.33

$59, 302
139, 199
110,403
136, 610

(474, 734)

($58, 513)
128,641
9,285

(303, 657)
(319, 215)

' Does not include real estate investments which consist primarily of investment in home office buildings and land. See
Note 3 to Consolidated Financial Statements of National Liberty Life Insurance Co and subsidiary.

2 Net investment income (not including real estate income) after deduction of investment expenses and before net real-
ized gains and losses and Federal income taxes. Bond interest includes amortization of discounts and premiums.

3 Before Federal income taxes
< Since bonds are carried principally at amortized cost and preferred stocks principally at cost, net unrealized gains

(losses) represent principally changes in market values of common stocks.

REINSUKANCE

Both National Home and National Liberty Life follow the customary practice
of reinsuring portions of their insurance risks with other carriers. Cxirreutly,
both reinsure with unrelated companies all risks which exceed $100,000.
The following table sets forth the reinsurance activities of National Home and

National Liberty Life for the past five years.

REINSURANCE CEDED

Life insurance

Year In force

Earned
premiums

paid

Reinsurance
benefits

received

Accident and health Insurance

Earned
premiums

paid

Reinsurance
benefits

received

1%6 $15,622,922 $126,823
1967 1 195, 309, 818 862, 183
1968 1226,032,541 862,115
1969 1222,983,049 1,031,771
1970 62,873,039 469,413

$62, 262 $205, 872 $624, 017
494,897 ...

395,324
596,203 .

119,643

' Ceded by National Home in order to meet minimum statutory reserve requirements.

REINSURANCE ASSUMED

Life insurance Annuities

Earned
premiums

In force received

Rein-

surance
benefits

paid

Earned
premiums
received

Rein-

surance
benefits

paid

Accident and health

insurance'

Earned
premiums
received

1966... (2)

1967-_ $5,426,870
1968 9,847,852
1969 55,354,479
1970 15,020,057

Rein-

surance
benefits

paid

$2,588
15,756 $4,497
29,738 $1,163,267 $348,451

1,094,330 6,421,363 1,468,341
930,782 10,084 $348,807 $41,228 5,935,706 1,954,468

1 Represents prmcipally msurance written by DeMoss Associates through direct response solicitations for unrelated
insurers. These arrangements were terminated in 1970 and these policies were assumed by National Home

information not available.
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EEGtTLATION

The insurance laws of the various states confer upon supervisory authorities

broad administrative powers relating to the granting and revoking of licenses

to transact business, the approval of premium rates, the regulating of trade
practices, the licensing of agents, approval of the form and content of policies

and advertising, the depositing of securities for the benefit of policyholders,

investments, the form and content of financial statements and the maintenance
of specified reserves and capital for the protection of policyholders. In general,

insurance laws and regulations are designed principally to protect policyholders

rather than shareholders. National Home is subject to regulation by the Division

of Insurance, Department of Business and Administration, of the State of Mis-

souri, and National Liberty Life is subject to regulation by the Pennsylvania
Insurance Department. Both are subject to certain regulation and supervision

by comparable authorities in other jurisdictions. Tlie last completed examina-
tion of the books and records of National Home by Missouri, and of National
Liberty Life by Pennsylvania, was as of December 31, 1968.

National Liberty Group is presently licensed to transact its insurance busi-

ness in 47 states and Puerto Rico. A newly formed subsidiary was recently

licensed to transact accident and health insurance business in New York. In

1969 National Home's licenses in Connecticut and the District of Columbia, and
in 1970 its license in New Hampshire, were not renewed as a result of a statutory

reserve impairment which occurred prior to acquisition of National Home by the

Company. National Liberty Group is actively seeking admission in each of those

jurisdictions as well as in Hawaii. No assurance can be given that any such

licenses wiU be granted.
The statutory reserve impairment referred to above was remedied by a con-

tribution by the Company to National Home's capital of $1,450,000 in 1969.

National Home incurred in 1970, and is expected to continue to incur, a statutory

loss because of substantial marketing expenditures. National Liberty Life made
a contribution of $5,194,000 to the capital of National Home in 1970 to provide

for such expenditures, and intends to make additional capital contributions to

National Home on a quarterly basis for such purposes. Contributions aggregat-

ing $5,015,038 were made in the first half of 1971.

Various states have also enacted legislation which requires registration and
periodic reporting by insurance companies licensed to transact business within

their respective jurisdictions and which are controlled by other corporations.

National Liberty Life and National Home are subject to such legislation and
are registered as controlled insurers ia those jurisdictions in which such regis-

tration is required. Such legislation typically requires periodic disclosure con-

cerning the corporation which controls the registered insurers, or ultimate hold-

ing company, and all subsidiaries of the ultimate holding company and prior

approval of intercorporate transfer of assets (including in some instances pay-

ment of dividends by the insurance subsidiary) within the holding company
system.
National Liberty Group relies to a large extent on coupon response advertis-

ing, the form and content of which is subject to regulation by various govern-

mental agencies, including the Federal Trade Commission.

EESERVES

In the statements furnished to state regulatory authorities, and in accordance

with insurance laws and regulations, National Home and National Liberty Life

carry as liabilities reserves consisting of unearned premiums and reserves for

amounts not paid on reported claims and for claims incurred but not yet reported.

In addition, both companies maintain reserves for the guaranteed renewable
provisions of their accident and health policies.

Both companies also carry, as liabilities, reserves to meet their obligations on

outstanding life policies. These reserves are amounts which, with additions

from premiums to be received and with interest on such reserves compounded
annually at certain assumed rates, are calculated to be sufficient to meet their

policy obligations upon maturity. Life insurance reserves are stated after deduc-

tion of reserves on any reinsurance ceded to other companies.
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The standards for computing reserves are described in Note 4 to Consoli-

dated Financial Statements of National Liberty Life Insurance Company and
subsidiary.

COMPETITION

The insurance industry is highly competitive. The insurance subsidiaries of
National Liberty Group compete vpith over 1700 stock and mutual life insurance
companies, many of which sell accident and health insurance, and with more
than 800 accident and health insurance companies. The insurance subsidiaries
also compete with private, voluntary and cooperative plans for meeting hospital,

medical and surgical expenses including Blue Cross and Blue Shield. Many of
these competitors have been in business for a longer time, have greater financial

resources and offer a more diversified line of coverage than the insurance
subsidiaries.

National Liberty Group also competes with the government-sponsored "Medi-
care"' program, which provides hospital and medical benefits to persons entitled

to Social Security benefits and others 65 years of age and over. The federal gov-
ernment and the states also sponsor "Medicaid" programs for the benefit of

lower income individuals and families. Future expansion of the Medicare or
Medicaid programs or the institution of additional government health programs
could adversely affect the future volume of accident and health insurance writ-

ten by National Liberty Group.
KECENT EVENT

On April 20, 1971 National Home entered into a contract to reinsure, with
right to assume, the accident and health policies of Executive Fund Insurance
Company of Omaha, Nebraska. This reinsurance contract was effective as of
March 25, 1971, and has been approved by the Nebraska Department of Insurance
and by a commission composed of the Superintendent of Insurance of Missouri
and the Directors of Insurance of Nebraska and Ohio. This transaction involves

the payment of no consideration to Executive Fund Insurance Company by Na-
tional Home other than the assumption of the policies. Approximately 125,000
policies are involved, substantially all of which were solicited through mass mar-
keting techniques and all of which are cancellable by the insurer on a restricted

basis.

At the time of the effective date of the transaction, premium income from this

business was being received at an annualized rate of approximately $10,000,000.

Because of the date of assumption, and because of normal policy lapses, the

premium income to be received by National Home from this business during 1971
will be substantially less than that amount.
The Company expects to realize no material profit or loss in 1971 as a result

of this transaction, although no assurance of the latter can be given. The Com-
pany considers that the principal asset acquired in the transaction is the list of

policyholders, which may be used by the Company for the offering of supple-

mental coverage.
Non-Insuranoe Subsidiaries

national information systems corporations

National Information System's Corporation ("NIS"), formed in 1960, is an in-

formation systems management company. NIS provides information services to

National Liberty Group, as well as to non-afiiliated businesses in the insurance
and other industries. Total revenues in 1969 and 1970 were $1,625,353 and
$3,888,523, respectively, of which 96% and 78% were from National Liberty
Group. Net income of NIS was $74,758 and «;178,103 in 1970. On December 31,

1970, consolidated total assets were $2,529,903 and consolidated capital and sur-

plus were $1,854,808. In January 1969, National Liberty Life sold its data proc-

essing equipment and related software to NIS for an amount equal to the carry-

ing value of such equipment. Subsequently, NIS entered into an agreement with
National Liberty Life to provide data processing services. Approximately 75%
of NIS' common stock is owned by the Company, 10% by certain officers of NIS
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(including Mr. Carl Sempier, who is president of NIS and a director of the
Company) and 15% by the public. See "Management—Certain Transactions".
NIS currently leases from IBM two System 360 computers, a Model 40 and a

Model 50, as well as certain related components and equipment. The aggregate
monthly rental for all such leased equipment is approximately $94,000. NIS has
on order for delivery in October 1971 a new IBM System 370 Model 155 com-
puter; the total rental will then be approximately $110,000 per month.

NATIONAL CONSUMER MABKETIN6 COBi'OKATION

National Consumer Marketing Corporation ("NCM"), formed in 1970, pro-

vides marketing, advertising, media and publishing services for National Liberty
Group, as well as for non-aflSliated companies. Total revenues of NCM and its

subsidiaries in 1970 were $1,447,969, of which 87.8% was from National Liberty
Group. Net income of NCM in 1970 was $90,798. On December 31, 1970, consoli-

dated total assets were $470,187 and consolidated capital and surplus were $180,-

798. Approximately 89% of NCM's common stock is owned by the Company and
the remainder is owned by Mr. Charles M. Cavanagh, the president of NCM and
a director of the Company. See "Management—Certain Transactions".

NATIONAL VENTURE CAPITAL CORPORATION

National Venture Capital Corporation ("NVC") was formed in 1970 to par-

ticipate in venture capital investments not statutorily qualified for the Com-
pany's insurance subsidiaries. To date NVC, which began with investment funds
of $500,000, has made venture capital investments of only about $65,000. The
balance is held in short term securities. 90% of the common stock of NVC is

owned by the Company and 10% by Mr. John G. Sterious, the president of NVC
and a former vice president of the Company. See "Management—Certain Trans-
actions".

In view of the Company's need for marketing funds and the lack of satisfactory

investment opportunities, the Company intends to liquidate this subsidiary in

the near future.
Property

The headquarters and principal oflBces of National Liberty Group are located
in a four-story building completed in January 1971 and owned by National
Liberty Life. This building contains approximately 135,000 square feet of floor

space and is located on a 93 acre tract in Chester County, Pennsylvania. Approxi-
mately 20 acres are presently in use. National Liberty Life intends to mortgage
this building as security for a loan of approximately $4,500,000. the proceeds of

which will be used to purchase securities statutorily qualified for life insurance
companies.
On July 1, 1971, National Home transferred substantially all its operations to

the headquarters of National Liberty Group. It intends to sell or rent its former
home oflSce building, which is a five-story structure in St. Louis, Missouri con-

taining approximately 30,525 square feet of floor space, of which approximately
6,528 square feet are leased to others.

Personnel

National Liberty Group has approximately 800 employees. Group life insurance
and hospital and surgical benefit plans, a Profit-Sharing Plan and a Stock Pur-
chase Plan are provided for eligible employees, for which National Liberty Group
bears some or all of the cost depending on the type of plan and the length of

employment. See "Management". A non-contributory pension plan for National
Home employees has been terminated subject to regulatory approval. Thereafter
these employees will participate in the Group's Profit-Sharing Plan. The total

co.st of all these plans to National Liberty Group in 1970 was .$275,358.
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Management

directors and executive officers

The directors of the Company and their principal occupations are :

Name Principal occupations

William W. Scranton
(1) (2) Chairman of the Board; private investments;

former Governor of Pennsylvania.
Arthur DeMoss (1)(2)_ President of the Company.
Richard Woike (1) (2) Senior Vice President of the Company.
Frank Carlson Former United States Senator from the State of

Kansas.
Charles M. Cavanagh

(1) President. XCM.
Joseph F. Decosimo (2)_ Partner, Hazlett, Lewis & Belter, certified puhlic

accountants.
Wallace A. Erickson President, Wallace A. Erickson & Company, plastics

and vinyl products.
Emerson Foote Chairman of the Board, DeMoss Associates.
John W. Keller (1) President, National Liberty Life.

David H. Jaquith Chairman of the Board, Vega Industries, Inc., manu-
facturer of construction specialty products.

William A. Patty (1) Vice President and Counsel of the Company.
Harvey Scharfman President. Cotton Club Frocks, Inc., clothing and

apparel manufacturer.
F. Carl Schumacher President, Hickey-Mitchell Company, insurance

agency : Chairman of the Board, Mercantile In-

surance Agency.
William H. Shipley (1)_ President, DeMoss Associates.
Carl G. Sempier (1) President, NIS.
Robert E. Slater (2) President. Investors Overseas Services, Ltd., invest-

ments.
T. Robert Wilcox (1)

(2) President. National Home.
W. Marvin Watson President, Occidental International Corporation,

petroleum i>roducts ; former Postmaster General
of the United States.

G. Tom Willey Management Consultant.

The other executive officers of the Company are :

Name Position

W. Benjamin Weaver
(2) Vice President and Treasurer.

James D. Elliott Vice President—Corporate Services.

Daniel W. B. Flint Secretary and Associate Counsel.
Andrew L. Heiskell (2)_ Vice President—Investments.

(1) Member of the executive committee.
(2) Member of the Investment committee.

Except for Messrs. DeMoss and Weaver, none of the Company's executive
officers or directors wlio are also executive officers of subsidiaries has been em-
ployed by National Lil)erty Group for more than five years. The principal oc-

cupations of such officers and directors between the end of 196.5 and their em-
ployment by National Liberty Group were as follows : Mr. Woike—President,
Amalgamated Labor Life Insurance Company to 1966 : Mr. Cavanagh—Vice
President, Christian Herald Association, publishers, to 1967; Director of Mar-
keting Services. Crowell-Collier & MacMillan. Inc. from 1967 to 1969: Mr.
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Keller—Vice President, Operations, Government Employees Insurance Com-
pany to 1970; Mr. Patty—private law practice to 1969; Mr. Sempier—Inter-

national Business Machines Corporation to 1966 ; Assistant Vice President, Penn
Central Company from 1966 to 1969; Mr. Shipley—Manager of Institutional

Sales, Procter & Gamble Company to 1968: Vice President, Estee Candy Com-
pany from 1968 to 1970; Chairman, CSI Computer Systems, Inc. to May 1970;

Mr. "Wilcox—Vice President, Hartford Life Insurance Company to 1968; Mr.

Elliott—Division Personnel Manager, Allstate Insurance Company to 1969 ; Mr.

Fliiat—private law practice to 1967 ; Mr. Heiskell—White, Weld & Co. to 1909.

REMUNERATION

The following table sets forth information as to each director, and each of the

three highest paid officers, of the Company whose aggregate direct remuneration
paid by National Liberty Group in 1970 exceeded $30,000, and as to all persons,

as a group, who were directors or officers of the Company at any time during

1970:

Contribution by company to

Profit-siiaring Stock purchase

Name and capacities in which remuneration was received Salary' plan plan

Arthur DeMoss, president ot the company... $48,000

Charles M. Cavanagh, president of NGIVl 32,668
William A. Patty, vice president and counsel of the company 35,000 $1,267 ...

Carl G.Sei-nnier, president ot NIS 35,000 2,527

T. Robert Wilcox, president of National Home 35,000

Richard Woike, senior vice president of the company 37,000 2,690 $2,400

25 directors and officers as a group - ..- 472,805 12,613 2,400

1 Payments to IVlessrs. Patty and Sempier are pursuant to employment contracts providing for at least the remuneration

shown for terms of 2 and 3 years, respectively. I n addition, Mr. Jonn W. Keiler, a director of the company and president of

National Liberty Life, receives payments under an employment contract at'the rate of at least $35,000 annually until 1975.

STOCK OPTIONS

As of May 31, 1971, options to purchase 52,867 shares of Common Stock were
outstanding, and options to purchase an additional 97,133 were available for

grant, under the Company's Stock Option Plan. The options granted under the

Plan are intended to be qualified stock options as defined in the Internal Rev-

enue Code. Options are granted to officers and key employees of National Liberty

Group at the current market price on the date of grant. Certain directors and
officers of the Company who are not eligible to receive options determine the

price, the terms of the options and the persons to receive the options.

Under the Stock Option Plan, options may be granted until ten years after

adoption of the Plan ; they expire no later than five years from the date of grant

and are exercisable in various amounts annually. In some cases, options are

exercisable only if the Company's earnings per share attain a specified growth
rate. Options are generally non-transferable, and no individual may be granted

options covering 20% or more of the total number of shares subject to the Plan.

Options which are not exercised are available for further grant.

As of May 31, 1971, the following options had been granted :

Number of Weighted
shares subject average Expiration

Name to option option price dates

IVIr. T. Robert Wilcox

Mr. Carl G. Sempier
Mr. Charles M. Cavanagh
All officers, directors and key management persons as a group

Note: See Note 8 to consolidated financial statements of National Liberty Corporation and subsidiary companies.

6.000



857

NIS also has a qualified stock option plan under which options to purchase
100,549 shares of NIS Common Stock were outstanding and options to purchase
an additional 55,880 shares were aAailable for grant as of May 31, 1971. Options
thereunder may be granted by NIS' board of directors to key employees of NIS
at an option price equal to the fair market value of the stock at the date of
grant. No employee may be granted options exceeding 20% of the total number
of shares subject to the ph^n. Options will be immediately exercisable as to 20%
of the optioned shares and will be exercisable cumulatively as to an additional
20% of such shares on each anniversary of the date of grant. All such options
must be exercised prior to the fifth anniversary of the date of grant, and gen-
erally are not transferable.
The following table sets forth information, as of May 31, 1971, as to options

granted by NIS pursuant to its Stock Option Plan :

Year of grant
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In 1969, NIS entered into a five-year employment contract with Mr. Sempier,
its president, imder which he received a salary of $35,000 in the first year and
will receive not less than $35,000 annually thereafter. In addition, he has re-

ceived an option to purchase 2,000 shares of Common Stock under the Company's
Stock Option Plan. At its formation, NIS sold 100,000 shares of its Common
Stock to Mr. Sempier, 245,000 shares to three other of its oflBcers and 2,400,000

shares to the Company for 15 cents per share. In connection with Mr. Sempier's
purchase of these shares. NIS loaned him $12,000, which has been repaid.

In 1970, 'Sir. John G. Sterious, president of NVC and a former vice president of

the Company, purchased 10% of the outstanding common stock of NVC for

$50,000, and the Company purchased the balance for $450,000. In connection vpith

Mr. Sterious' purchase of these shares, NVC loaned him $25,000 which has been
repaid.

In 1970. Mr. Charles M. Cavanagh. a director of the Company and president

of NCM, purchased approximately 11% of its outstanding common stock for

$10,000 in ca.sh and the Company purchased the balance for $80,000. In 1970, the

Company loaned Mr. Cavanagh $35,000 for approximately one month.
The purchases referred to in the three preceding paragraphs are pursuant to

a Company practice of permitting key executives of newly created .subsidiaries

to acquire a minority interest in such subsidiaries. In each case the executive

is required to pay the same per share purchase price for the stock he acquires

as is paid by the Company. Messrs. Cavanagh and Sterious did not purchase
their stock pursuant to written agreements, but did execute letters of transmittal

and cross-receipt.

The Company has had a line of credit with the Northeastern Pennsylvania
Bank and Trust Company, Scranton, Pennsylvania since December 1969. Mr.
William Scranton, Chairman of the Company, is a director of that bank. This
line initially was for $1,500,000, which was increased to $2,500,000 on May 4,

1970. The Company first used this line of credit on April 15, 1970 when $750,000

was borrowed. The maximum loan balance outstanding under the line has been

$2,500,000. The Company has paid a total of $168,661 in interest to the bank
through May 31, 1971.

Mr. Emerson Foote, a director of the Company, presently receives an annual
salary of $25,000 as chairman of the board of DeMoss Associates. In 1969 and
1970, he received $7,499 and $20,004, respectively, in consulting fees from that

company.
As the result of an exchange offer in April 1969, the terms of which were iden-

tical to those offered all of the stockholders of National Home, Mr. F. Carl
Schumacher (who is now but was not then a director of the Company), his wife
and companies not affiliated with National Liberty Group, with which Mr. Schu-
macher is associated, received 75,712 shares of the Company's Common Stock

(as adjusted for stock splits).

During 1968 and 1969, National Liberty Life paid to Mr. William A. Patty, vice

president, counsel and a director of the Company, an aggregate of $57,500 of

which $20,000 was accrued in 1967, $32,000 in 1968, and $5,500 in 1969. Mr. Patty
became a director in March 1968, coun.sel in 1969 and a vice president in 1970.

The Company purchased 20,000 shares of the common stock of Utilities Leasing
Corporation ("I'tilities Leasing") on September 20, 1968. The proposal to make
the investment was made to Mr. John G. Sterious by representatives of Utilities

Leasing and called for the purchase of 80,000 shares of Utilities Leasing at $5
per share. Since the Company was not willing to invest $400,000, Mr. Sterious

contacted several private investors: Sterling Investors ("Sterling"), three of

who.se six partners were then directors or oflicers of the Company (Messrs.

Arthur DeMoss, Joseph F. Decosimo and John Sterious), FMR Development
Corporation ("FMR"), a non-affiliated concern. Liberty Investors (an investment
partnership which ultimately did not participate) and Dr. Harry Constantine,

the brother-in-law of Mr. Sterious.

On September 20, 1968, at the time of the Company's purchase of 20.000 shares

of the common stock of Utilities Leasing for $100,000, 60,000 shares of common
stock of Utilities Leasing were also purchased in the Company's name for $300,-

000 on behalf of the following: (a) 10,000 shares for Dr. Constantine; (b) 20,000

shares for FMR: and (c) 30,000 shares for Sterling. Prior to paying Utilities

Leasing for the 60,000 shares, the Company had received most of the $300,000

paid on behalf of these three persons and was promptl.v reimbursed for the

balance.
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The September 20, 1968 agreement with Utilities Leasing stated that the cer-
tificates representing the Utilities Leasing shares would bear a restrictive legend,
and the certificates representing the 20,000 shares purchased by the Company
bore such a legend. In October 1960. the Company sold 5,000 of the shares of
Utilities Leasing owned by the Company to C.E.L. Inc., a corporation unaffiliated
with National Liberty Group, for $50,000. C.E.L. Inc. purchased the shares for
investment only and not with a view to distribution or resale, and the certificates
transferred to C.HL. Inc. bore a restrictive legend to this efifect. The Company
still owns 15,000 shares of Utilities Leasing common stock, representing the
balance of its September 1968 investment. See "Litigation".
On September 23, 1968, at the time of the purchase of 400 shares of the common

stock of Total Energy Leasing Company ("Total Energy") by the Company for
DeMoss Associates. Inc.. 2.100 shares of the common stock of Total Energy were
also purchased in the Company's name for $21,000 on behalf of the following

:

70(t shares for Mr. Sterious. 200 shares for Dr. Constantine, 200 shares for FMR
and I.OOO shares for Sterling. The Company received substantially all of such
$21,000 purchase price prior to the actual payment and was promptly reimbursed
for the balance. '

.

In early February 1969. INIr. Sterious brought to the attention of Messrs. Woike
and Decosimo. then the other two members of the Company's investment com-
mittee, an initial public offering of Integrated Resources. Inc. ("Integrated Re-
sources"), an unaffiliated company. An investment on the part of the Company
was declined. On February 24. 1969, Mr. Sterious purchased 3,000 shares of Inte-
grated Resources in the name of the Company for his own account. He did not
advise the officers of the Company of this purchase. That same day he issued his
check to the Company for the $45,000 purchase price, whereupon the Company
issued its check in payment for the shares. On February 28, 1969. following the
successful public offering of Integrated Resources, the investment committee
reconsidered its position and purchased 1,000 shares for the Company through
its broker-dealer at $30 per share. These shares were subsequently sold in October
1970 at a profit of .$4,498. Mr. Sterious gave 1.800 of his shares to his father, and
commencing on May 4. 1970. sold his remaining 1,200 shares at an aggregate profit
of $18,534.

The Company has adopted a policy under which it will not purchase any securi-
ties other than for its own account or the account of one of its subsidiaries and
will not advance funds to, or on behalf of, any of its officers or directors in con-
nection with the purchase of securities or any other transaction.

Principal Shareholder

The following table sets forth, as of May 81, 1971, the number of shares of
Common Stock owned beneficially, and to be owned beneficially after the sale of
the shares offered hereby, by Mr. Arthur DeMoss, the only person owning of
record, or to the knowledge of the Company beneficially, more than 10% of the
outstanding shares of the Company's Common Stock, and by all directors and
officers of the Company as a group

:
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Selling Shareholders

The following table sets forth, as of May 31, 1971, the number of shares of

Common Stock owned and to be sold by the Selling Shareholders

:

Name and address Shares owned
Shares to be

sold

Shares to be
owned

National Liberty Foundation of Valley Forge, Inc., Valley Forge, Pa.' 115, 388

National Group Incentive Corp.,2 Valley Forge, Pa 166,666

Richard Woil<e,220 Moores Rd., Frazer, Pa 26,930

William A. Patty ,2 20 IVloores Rd., Frazer, Pa... 10,000

Floyd J. Campbell, 1622 Stephens Dr., Wayne, Pa 3,202

Decosiino Family, 822 James Blvd., Signal Mountain, Tenn.:

Joseph F. Decosimo 12,333

Sarah Angeline Decosimo... 200

Rachel Vincent Decosimo 200

John Thomas Decosimo - 200

Rose Ellen Decosimo - 200

Mary Adelaide Decosimo 200

M. Cessna Decosimo 200

Patricia Louise Decosimo --- 200

Sterious Family, 144 Conestoga Rd., Malvern, Pa.:

John G. and Stephanie Sterious 6. 137

John C. Sterious ^00

Deborah A. Sterious -
400

Former shareholders of National Home:
Melissa Ann Chamberlain, 9 Oakleigh Lane, St. Louis, Mo 5,407

Philip L. Chamberlain, 9 Oakleigh Lane, St. Louis, Mo 717

William R. and Emily Alice Dunham, 4242 Lindell Blvd., St. Louis, Mo.. 1, 790

Judith H. Engelsmann,4242 Lindell Blvd., St. Louis, Mo._ 5,889

McVeigh Goodson, 19 Pointer Lane, St. Louis, Mo 4,890

Joseph F. Hickey II, 4242 Lindell Blvd., St. Louis, Mo 3,314

Meiissa McKay Hickey, successor trustee for J. F. Hickey II, 625 S.

Skinker Blvd., St. Louis, Mo 2,577

Mickey-Mitchell Co.,3 4242 Lindell Blvd., St. Louis, Mo 61,101

Raymond E. Kuester, 38 Middlesex Dr., St. Louis, Mo 9.600

Jewish Hospital of St. Louis, 216 S. Kingshighway, St. Louis, Mo 1, 122

Mercantile Insurance Agency ,3 4242 Lindell Blvd., St. Louis, Mo 12, 810

St. Louis Union Trust Co., trustee U/l Mane A. Hoskins, 510 Locust

St., St. Louis, Mo 5, 351

Althea H. Schumacher,^ 4242 Lindell Blvd., St. Louis, Mo 34,529

Althea H. Schumacher,3 trustee for F. Carl Schumacher, Jr., 4242

Lindell Blvd., St. Louis, Mo 3,514

Althea H. Schumacher,^ trustee for Nancy S. Dennis, 4242 Lindell

Blvd., St. Louis, Mo 1.757

F. Carl Schumacher,3 4242 Lindell Blvd., St. Louis, Mo... 1,449

Total shares to be sold

60, 000
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paid for. will be validly issued, fully paid and nonassessable. In the opinion of
Decbert Price & Rboads, counsel for tbe Company, all such shares will be exempt
from presently existing personal property taxes in Pennsylvania. Bills have
been introduced in the Pennsylvania Legislature which would make changes
in the personal property tax lav?s and. if enacted into law, could subject the
Company's Common Stock to a 4-mill County personal property tax applicable
to shareholders residing in Pennsylvania.
The transfer agent for the Company's Common Stock is Girard Trust Bank,

Philadelphia, Pa.
The Company will continue its present practice of issuing to its shareholders

annual reports, including certified financial statements, and also intends to con-
tinue to issue quarterly reports containing unaudited financial data.

Litigation

National Liberty Life is contesting the imposition by the State of California
of $100,857 in additional premium taxes. This litigation is before the State
Board of Equalization and was commenced July 7, 1969. In addition. National
Liberty Life filed suit on September 29. 1970 in the Circuit Court of Dane County.
Wisconsin to recover $60,533 in premium taxes previously paid to the State of
AVisconsin.

In March 1971, the Securities and Exchange Commission brought a civil suit
in the Federal Court for the Eastern District of Pennsylvania against Utilities
Leasing and against certain other companies and indiivduals, including John G.
Sterious, who is president of NVC and a former vice president of the Company.
See "Management—Certain Transactions". The complaint alleged, among other
things, that the registration statement of that corporation, including the descrip-
tion of the Company's investment, wis misleading and that Mr. Sterious was one
of several persons who conspired to make it misleading. The Company is not a
party to this litigation. Mr. Sterious entered into a consent decree, without
admitting or denying the allegations, enjoining him from violating the Secu-
rities Act of 1933.

Irvin Fried and Thelma C. Fried brought a class action suit in January 1971
in the same court, making certain similar allegations, and have included the
Company and Mr. Sterious as defendants. The plaintiffs' complaint does not set
forth an amount of damages claimed.

Underwriting

The Underwriters named below have severally agreed, subject to certain con-
ditions, to purchase from the Company and the Selling Shareholders the aggre-
gate number of shares of Common Stock set forth opposite their respective
names below

:

Numher
Lndencriter of shares

Smith, Barney & Co. Incorported 82, 750
Kidder. Peabody & Co. Incorporated 82, 750
Blyth & Co. Inc 11, 000
Drexel Firestone Incorporated 11, 000
duPont Glore Forgan Incorporated 11, OOO
Eastman Dillon, Union Securities & Co. Incorporated 11, 000
Goldman, Sachs & Co 11, 000
Hornblower & Weeks-Hemphill, Noyes 11. 000
Kuhn. Loeb & Co 11,000
Lehman Brothers Incorporated 11, 000
Loeb, Rhoades & Co 11.000
Paine. Webber. Jackson & Curtis Incorporated 11. 000
Salomon Brothers 11, 000
G. H. Walker & Co. Incorporated 11,000
Bear. Stearns & Co 9,500
A. G. Becker & Co. Incorporated 9. 500
Alex. Brown & Sons 9, 500
CBWL-Hayden, Stone Inc 9, 500
Clark, Dodge & Co. Incorporated 9, 500
Dominick & Dominick, Incorporated 9, 500
Equitable Securities. Morton & Co. Incorporated 9. 500
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Number
Underwriter of shares

Robert Fleming Incorporated 9, 500

E. F. Hutton & Company Inc ^- -'00

W. E. Hutton & Co 9- ^^0

Kleinwort, Benson Incorporated 9. 500

F. S. Moseley & Co 9.500

Paribas Corporation 9. 500

Reynolds & Co 9. "jOO

L. F. Rothschild & Co 9. 500

Shearson, Hammill & Co. Incorporated 9. .500

Shields & Company Incorporated 9. 500

Singer, Ueane & Scribner 0. .500

Walston & Co., Inc 9.500

Wood. Struthers & Winthrop. Inc 9, 500

J. C. Bradford & Co. Incorporated 7,000

Shelby Cnllom Davis & Co "^^^^lO

Estabrook & Co., Inc
J"
*^^

Harris, Upham & Co. Incorporated 7. 000

Legg. Mason & Co.. Inc 7. 900

Thomson & McKinnon Auchincloss Inc 7, 000

Snez American Corporation 7. 000

Tucker, Anthony & R. L. Day 7, 000

Bacon, Whipple & Co 5,500

Ball, Burge & Kraus 5. 500

Bateman Eichler. Hill Richards Incori^orated 5, .500

Boettcher and Company 5. 500

Butcher & Sherrerd 5,500

Dain, Kalman & Quail Incorporated 5, 500

R. S. Dickson. Powell, Kistler & Crawford 5. 500

Elkins, Morris, Stroud & Co 5. 500

First of Michigan Corporation 5, 500

Janney Montgomery Scott Inc 5, 500

Kohlmeyer & Co 5, 500

Laird, Bissell & Meeds, Inc 5. 500

Loewi & Co. Incorporated 5, 500

McDonald & Company 5, 500

Mitchiun. Jones & Templeton Incorporated 5, 500

Moore, Leonard & Lynch Incorporated 5.500

Prescott, Merill, Turben & Co 5, 500

Putnam. Coffin, Doolitte, Newburger—Division of Advest Co 5, 500

Rauscher Piei-ce Securities Corporation 5, 500

Reinholdt & Gardner 5, 500

Shuman, Aguew & Co., Inc 5, .500

Sutro & Co. Incorporated 5. 500

Weis, Voisin & Co., Inc 5. 500

Anderson & Strudwick 3. 000

Boenning & Scattergood, Inc •^. 900

DeHaven & Tovvnsend, Crouter & Bodine P>. 000

Edwards & Hanly '^. 000

Hallowell, Sulzberger, Jenks & Co ;-. 000

Parker/Hunter Incorporated 3.000

H. O. Peet & Co., Inc 3,000
Raffensperger, Hughes & Co., Inc 3, 000

Roose, Wade & Company 3,000

J. N. Russell Inc 3.000

Total 700, 000

Tlie Company and the Selling Shareholders have been advised by Smith. Barney
& Co. Incorporated and Kidder, Peabody & Co. Incorporated, as Representatives

(the "Representatives") of the several Underwriters, that the Underwriters pro-

pose to offer the shares to the luihlic initially at the offering price set forth on the

cover page hereof : that the Underwriters propose initially to allow a concession

of not in excess of .$1.15 per share to certain dealers, including Underwriters : that

ihe Inderwrilers and such dealers may initially allow a discount of not in
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excess of 25 cents per share to other dealers ; and that the public offering price
and the concession and discount to dealers may be changed by the Representatives
after the initial public offering.

The Selling Shareholders have agreed not to sell or otherwise dispose of any
additional shares of Common Stock of the Company for a period of 90 days
after the date of this Prospectus without the prior written consent of the
Representatives.
Under the terms of the Underwriting Agreement, the several Underwriters

will be obligated to purchase all of the shares, if any are purchased. The Company
and certain Selling Shareholders have agreed to indemnify and, at their expense,
to provide insurance indemnifying the Underwriters and others against certain
civil liabilities, including liabilities under the Securities Act of 1933.

Legal Opinion

Legal matters in connection with the sale of the Common Stock offered hereby
are being passed upon for the Company and certain Selling Shareholders by
Dechert Price & Rhoads, Three Peun Center, Philadelphia, Pennsylvania 19102,
for certain other Selling Shareholders by Stolar Heitzmann & Eder, 515 Oliver
Street. St. Louis, Missouri O^BlOl and for the Underwriters by Sullivan & Crom-
well. 48 Wall Street, New York, New York 10005. who may rely as to matters
governed by Pennsylvania law upon the opinion of Dechert Price & Rhoads.

Experts

The financial statements and schedules of (1) National Liberty Corponi.ti(in
and Subsidiary Companies. (2) National Liberty Life Insurance Company'and
Subsidiary and (3) National Liberty Corporation included in this Prospectus
and elsewhere in the Registration Statement have been examined by Lybrand.
Ross Bros. & Montgomery, independent certified public accountants, to the
extent stated in their reports appearing herein or in the Registration Statement,
and have been included in reliance upon such reports and on the authority of said
firm as experts in accounting and auditing. The financial statements and
schedules of National Home Life Assurance Company (not shown separately)
utilized in the preparation of the aforementioned financial statements and
schedules included in this Prospectus and elsewhere in the Registration Statement
have been examined by Peat, Marwick, Mitchell & Co.. independent certified
public accountants, to the extent stated in their reports api^earing herein or in the
Registration Statement, and have been included in such statements in reliance
upon such reports and on the authority of said firm as experts in accounting
and auditing.

Index to Financial Statements

Reports of ludeijeudent Certified Public Accounts.
National Liberty Corporation and Subsidiary Companies:

Consolidate 1 Statement of Income for the years 1966 through 1970.
Notes to Consolidated Statement of Income.
Consolidated Balance Sheet as of December 31, 1970.
Consolidated Statement of Retained Earnings for the voars 1960 through

1970.
Consolidated Statement of Source and Application of Cash for the rears

1968 through 1970.
Notes to Consolidated Financial Statements.

National Liberty Life Insurance Company and Subsidiary:
Consolidated Balance Sheet as of December 31, 1970.
Consolidated Statement of Operations for the >ears 1966 through 1970.
Consolidated Statement of Surplus for the years 1966 through 1970.
Consolidated Statement of Source and Application of Cash for the vears 1968
through 1970.

Notes to Consohdatcd Financial Statements.
National Liberty Corporation:

Balance Sheet as of December 31, 1970.
Statement of Income and Retained Earnings for the years 1968 through 1970.
Statement of Source and Apphcation of Cash for the years 1968 through 1970.
Report of Independent Certified Public Acc(juntants.
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Report of Independent Certified Public Accountants

National Liberty Cori""-

Valley Forge, Pa.

We have examined (a) the consolidated balance sheet of National Liberty Cor-

poration and subsidiary companies as of December 31, 1970 and the related con-

solidated statements of income and retained earnings for the five years then

ended and the related consolidated statement of source and application of cash

for the three years then ended, all of which have been restated prior to 1970 to

reflect accounting changes with which we concur as described in Note 1 and (b)

the consolidated balance sheet of National Liberty Life Insurance Company and

subsidiary as of December 31, 1970 and the related consolidated statements of

operations and surplus for the five years then ended and the related consolidated

statements of source and application of cash for the three years then ended, all

of which have been restated prior to 1970 to reflect accounting changes with

which we concur as described in Note 1. Our examinations were made in accord-

ance with generally accepted auditing standards and accordingly included such

tests of the accounting records and such other auditing procedures as we con-

sidered necessary in the circumstances. We did not examine the financial state-

ments of National Home Life Assurance Company, which statements were exam-

ined by other public accountants whose report thereon has been furnished to us.

Our opinion expressed herein, insofar as it relates to the amounts included for

said company, is based solely upon such report.

In our opinion, the aforementioned financial statements present fairly the re-

spective consolidated financial positions of National Liberty Corporation and

subsidiarv companies and National Liberty Life Insurance Company and sub-

sidiary at December 31, 1970 and the respective consolidated results of their

operations for the five years then ended and the respective consolidated sources

and applications of their cash for the three years then ended, in conformity

with generally accepted accounting principles applied on a consistent basis.

Lybrand, Ross Bros. & Montgomery.
Philadelphia, Pa.
March 25, 1971

Board of Directors
National Home Life Assurance Co.

We have examined the statement of assets and liabilities of National Home
Life Assurance Company as of December 31, 1970, and the related statements of

operations, retained earnings and additional paid-in and contributed capital for

the five years then ended and the statement of source and use of funds for the

three years then ended. Our examination was made in accordance with generally

accepted auditing standards and accordingly included such tests of the account-

ing and actuarial records and such other auditing procedures as we considered

necessary in the circumstances.
In our opinion, such financial statements (not presented separately herein)

present fairly the financial position of National Home Life Assurance Company
at December 31, 1970 and the results of its operations for the five years then

ended, in conformity with generally accepted accounting principles applied on

a consistent basis. Also, in our opinion, the aforementioned statement of source

and use of funds (not presented separately herein) for the three years ended De-
cember 31, 1970 presents fairly the information set forth therein.

Peat, Maewick, Mitchei-l & Co.

St. Louis, Mo.
March 10, 1971
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NATIONAL LIBERTY CORP. AND SUBSIDIARY COMPANIES, CONSOLIDATED BALANCE SHEET, DEC. 31, 1970

Assets:

Cash — — - $5,138,214

Investments in securities:

Insurance subsidiaries (note 2):

Bonds. _ -- - -- 31,877,402
Preferred stocks.. _ - 631, 132

Common stocks 451,802

Total __ - 32,960,336

Other, at cost:

Commercial paper 440, 294

Common stocks (quoted market value $53,632) _.. _ __ 96,290

Common stocks (restricted as to negotiability). 293,775

Total 830,359

First mortgage loans on real estate 1,626, 076

Policy loans - - 1,391,735

Other receivables _... - 1,099,812

Total- - - 4,117,623

Premiums due and deferred 2,717, 174

Property and equipment, at cost (note 3):

Land - - 842,564
Home office buildings ._._ _.._ 7,253,919

Equipment .-_ 1, 562, 115

Total 9,658,598
Less accumulated depreciation 469,815

Total -- -.- 9,188,783

Deferred policy acquisition costs (notes land4)_ 63,265,347
Other assets - - 4,935,959

Total __ - - ---- 123,153,795

Liabilities:

Policy reserves and unearned premiums _. 37, 332, 584

Claims and benefits payable -- - 5,798, 114

Notes payable and long-term debt, Including current maturities of $5,311,918 (note 5) 7,610,050
Accounts payable - - 3,214,592

Accrued expenses (principally solicitation expenses and premium taxes) 5, 462, 027

Income taxes (note 6):

Current... 22,706

Deferred.. - --- 18,678,448

Total _ 18,701,154

Minority interest in subsidiaries 614, 197

Total - 78,732,718
Contingent liabilities (note 10)

Shareholders' equity:

Preferred stock, $1 par value; 500,000 shares authorized; none issued.

Common stock, $1 par value; 12,500,000 shares authorized; issued and outstanding, 8,793,361 shares

(notes 7, 8, and 12) 8,793,361

Capital in excess of par value (note 7)._ 2, 864, 465

Retained earnings (note 5). 32,763,251

! Total -.-- 44,421,077

; Grand total 123,153,795

90-319—73—pt. lA 21
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NATIONAL LIBERTY CORP. AND SUBSIDIARY COMPANIES CONSOLIDATED STATEMENT OF RETAINED

EARNINGS

Year ended December 31—

1966 1967 1968 1969 1970

Balance at beginning of year, as restated

(increased by $3,553,010 as of Jan. 1,

1966) for companies acquired on a

pooling of interests basis and adoption
of principles contained in AICPA ex-

posure draft—see note 1 $4,796,067 $8,045,150 $10,668,288 $14,340,465 $20,654,192
Netincome.- 3,259,583 2,913,138 3,672,177 6,313,727 12,109,059
Dividends of pooled company prior to

acquisition ___ (10,500) (15,000).
Decrease resulting from capital trans-

action by pooled company prior to ac-

quisition (275,000)...

Balance at end of year 8,045,150 10,668,288 14,340,465 20,654,192 32,763,251

NATIONAL LIBERTY CORP. AND SUBSIDIARY COMPANIES CONSOLIDATED STATEMENT OF SOURCE AND APPLICA-

TION OF CASH

Year ended Dec. 31

—

1968 1969 1970

Source of cash:

Netincome $3,672,177 $6,313,727 $12,109,059
Increase (decrease) due to changes in:

Premiums due and deferred 35,709 (725,309) (611,864)
Deferred policy acquisition costs (6,670,030) (11,636,318) (20,509,567)
Otherassets (757,140) 11,588 (1,190,203)
Policy reserves and unearned premiums 4,439,088 6,313,352 6,505,359
Policy claim liabilities 293,346 1,095,836 59,453
Accounts payable and other liabilities 345,985 1,312,029 1,854,027
Deferred income taxes 2,476,301 3,782,569 4,410,336

Other adjustments:
Investment (gains) and losses (119,688) 167,047 762,639
Amortizationot bond premium and discount (1,631) 304 (33,508)
Depreciation 97,626 99,139 143,335
Amount 3,811,743 6,733,964 3,499,066

Increase in premiums received in advance 76,439 167,686 2,983
Increase in notes payable and long-term debt 1 (5,006) 1,994,687 5,549,543
Proceeds from sale of investments 29,669,426 34,250,633 93,617,456
Proceeds from sale of common stock, net of expenses of $559,091 5, 330, 909
Other transactions, net... 441,865 415,091 414,432
Amount 39,325,376 43,562,061 103,083,480

Application of cash:

Increase (decrease) in mortgage and policy loans. (37,930) (5,142) 415,385
Purchase of investments 37,706,279 39,385,852 96,358,514
Plant additions, net 1 123,204 1,856,741 5,332,010
Repayment of advance from officer 500,000
Expenses of merger 135, 159

38,291,553 41,372,610 102,105,909
Net increase in cash..

_

1,033,823 2,189,451 977,571
Cash balances:

Jan. 1 937,369 1,971,192 4,160,643
Dec.31 1,971,192 4,160,643 5,138,214

• The amounts netted against these captions are insignificant.

Note: See accompanying notes to consolidated financial statements.

A substantial portion of the sale and purchase of investments is made up of

government notes, commercial paper, certificates of deposit and other sliort-

term securities which were purchased and subsequently matured during the

periods.
National Liberty Corporation and Subsidiary Companies

notes to consolidated financial statements

i. Basis of statement Presentation and Acquisitions:

National Liberty Corporation was incorporated in 1967 and in March 1968
exchanged 7,600,000 shares of its common stock for all the outstanding common
stock of National Liberty Life Insurance Company, DeMoss Associates, Inc. and
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Valley Forge Associates, Inc. In 1969, the Company acquired 99% of the out-

standing capital stock of National Home Life Assurance Company in exchange
for 429,312 shares of its common stock. These transactions were accounted for
on a pooling of interests basis, and accordingly, the accompanying consolidated
financial statements include the companies' results of operations prior to acqui-
sition.

In 1969, the Company formed a subsidiary, National Information Systems
Corporation, and purchased the majority of its outstanding Common Stock for

$360,000. In 1970, the Company formed National Consumer Marketing Corpora-
tion and National "Venture Capital Corporation and purchased a majority of
their outstanding Common Stock for an aggregate of .$530,000. The operations of

these companies are included in the accompanying consolidated financial state-

ments since their respective dates of incorporation.
The consolidated finanical statements prior to 1970 have been retroactively

restated from those previously presented as follows :

(1) Insurance subsidiaries, previously carried on a statutory or adjusted
statutory equity basis, have been fully consolidated with other subsidiaries of
the Company, and

(2) The accounts of the insurance subsidiaries have been adjusted in accord-
ance with the principles contained in the exposure draft dated December 1970
prepared by the Committee on Insurance Accounting and Auditing of the Ameri-
can Institute of Certified Public Accountants entitled Audits of Life Insurance
Companies. Such exposure draft has not been adopted.
For information with respect to statutory accounting practices of the insurance

subsidiaries, see Note 2 to consolidated financial statements of National Liberty
Life Insurance Company and Subsidiary.
In 1970. the Company (1) contributed its investment in National Home Life

Assurance Company to National Liberty Life Insurance Company and (2) sold
its investment in Valley Forge Associates, Inc. to National Consumer Marketing
Corporation for $1,000, an amount equivalent to its interest in the underlying
equity therein.

Inasmuch as National Liberty Corporation carries its investments in sub-
sidiaries on the equity basis, there is no difference between the investment in
such subsidiaries, as shown on the parent's books, and the parent's equity in the
net assets of such subsidiaries, as shown on the books of the latter.

The common stock and common stock per share data presented in the consoli-
dated financial statements have been adjusted to reflect stock distributions and
the increase in authorized shares approved in April 1971 as described in Note 12.

2. Bond and Stocks:

Bonds and stocks held by insurance subsidiaries are carried at A'alues pre-
scribed by the National Association of Insurance Commissioners. In general,
bonds are stated at amortized cost, preferred stocks at cost and common stocks
at market value. At December 31. 1970, the aggregate cost or amortized cost of
such investments amounted to $33,256,592 as compared with a related market
value of $29,036,042. Market value consists of quoted market value except for
certain issues (principally private placements) in the aggregate amount of
$5,575,274 which are valued at cost or amortized cost and for which quoted
market Aalues are not available.

3. Property and Equipment:
Maintenance, repairs and minor renewals of property and equipment are

charged to expense ; major renewals and betterments which materially extend
the life of such assets are capitalized. When depreciable assets are retired or
sold, the related cost, net of accumulated depreciation and any sales proceeds,
are reflected in income.
Depreciation is computed under the straight-line method over the following

useful lives : home oflSce buildings—30 to 50 years : equipment—5 to 20 years.

Jf. Policy Acquisition Costs:

Under the principles contained in the AICPA exposure draft (see Note 1) the
Company amortizes policy acquisition costs principally over a twenty-year period
using a declining balance method. Such method is based on the Company's per-
sistency experience for the first five years, and actuarial tables thereafter. Prior
to 1970, the Company amortized such costs over a three-year period at declining
annual rates of 50%, 32% and 18%. For further information, see "Certain



868

Factors Affecting Accounting and Profits". An analysis of deferred policy acqui-

sition costs for the three years ended December 31, 1970 is as follows

:

1968 1969 1970

Balance at beginning of year $24,449,433 $31,119,463 $42,755,781

Direct response business:

Amounts deferred 8,884,882 14,316,047 26,704,263

Amortization .- (2,692,647) (3,719,340) (5,578,372)

Otiier business:

Increase (decrease) on life and agency business 477,795 1,039,611 '(616,325)

Balance at end of year 31, 119, 463 42, 755, 781 63, 265, 347

I Includes $1,200,561 of costs written off against extraordinary gain in statement of income.

5. Notes Payahle and Long-Term Debt:

At December 31, 1970, notes payable and long-term debt consisted of the

following

:

6%% short-term bank notes payable $5,250,000

5%% convertible subordinated debentures 2,000,000
Sundry other long-term debt 360, 050

Total 7, 610, 050

The 5%% convertible subordinated debentures are subordinated to any al-

lowable funded debt which the Company may incur in the future. The deben-

tures are convertible into common stock at $21.60 per share (subject to anti-

dilution provisions), and 92,592 shares of common stock have been reserved for

this purpose. Terms of the debentures provide, among other things, for (1) re-

payment of $100,000 annually commencing on December 15, 1979 and each year
thereafter to December 15, 1983 with the balance of $1,500,000 due December 15,

1984, (2) redemption in whole or in part, at the option of the Company, at

105%% of the principal amount to December 15, 1972, and at lesser amounts
to December 15, 1983, and without premium thereafter, and (3) certain re-

strictions on the payment of cash dividends, repui'chase of capital stock and the

amount of funded debt that the Company may incure. At December 31, 1970, ap-

proximately $5,600,000 of consolidated retained earnings are free of restriction

with respect to the payment of cash dividends on common stock.

The aggregate principal amount of maturities for the five years following

December 31, 1970 are as follows: 1971—$5,311,918 ; 1972—$78.520 ; 1973—
$79,425 ; 1974—$64,138 and 1975—$17,659.

6. Federal and Deferred Income Taxes:

As explained in Note (c) to the consolidated statement of income, deferred in-

come taxes relate principally to the difference in reporting policy acquisition

costs for financial and tax purposes.
For tax purposes, at December 31, 1970, net operating loss carry-forwards of

approximately $13,446,000 are available to offset future taxable income, if any,

and expire as follows : $1,546,000 in 1972, $1,900,000 in 1973, $1,600,000 in 1974
and $8,400,000 in 1975.

The Company and its 80% or more owned subsidiaries, except insurance sub-
sidiaries, file a consolidated federal income tax return. The provisions for in-

come tax of the insurance subsidiaries are not proportional to their pre-tax
financial statement income due to various exclusions and special deductions, etc.

afforded such companies under the Internal Revenue Code. For further infor-

mation with respect to income taxes of the insurance subsidiaries, see Note 5 to

the consolidated financial statements of National Liberty Life Insurance Com-
pany and Subsidiary.

7 Common Stock and Capital In Excess of Par Value:

The changes in the common stock and capital in excess of par value accounts
from 1968 (the year the Company first issued its common stock—see Note 1) to

December 31, 1970 are as follows :
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Common stock Capital in

excess of

Shares Amount par value

Balances, Jan. 1, 1968 (before adjustment for companies subsequently
acquired on a pooling of interests basis and subsequent stock distribu-

tions) 1,000 $1,000
Issuance of stock in exchange for common stock of National Liberty Life

Insurance Co., DeMoss Associates, Inc., and Valley Forge Associates,

Inc., accounted for on a pooling of interests basis 3, 800, 000 3, 800, 000
Salesot stock, net of expenses of $559,091 380,000 380,000 $4,950,909

Balance, Dec. 31,1968 _ 4,181,000 4,181,000 4,950,909
issuance of stock in exchange for capital stock of National Home Life

Assurance Co. accounted for on a pooling of interests basis, net of

expenses of $135,159 (see note 1) .._. 214,656 214,656 1,428,703
Sale of common stock by National Information Systems Corp. (see note 1) 440, 174

Issuance of stock upon exercise of qualified stock options 240 240 2,861
Transfer in connection with 6 for 5 stock distribution 879,133 879,133 (879,133)

Balance, Dec. 31,1969 5,275,029 5,275,029 5,943,514
Transfer in connection with 5 for 4 stock distribution 1, 318, 792 1, 318, 792 (1, 318, 792)
Increase resulting from acquisition of a company by issuance of common
stock of a majority-owned subsidiary 423,483

Issuance of stock upon exercise of qualified stock options... 1,200 1,200 14,600

Balance, Dec. 31, 1970 6,595,021 6,595,021 5,062,805
Adjustment for transfer in connection with 4 for 3 stock distribution in

1971 (see note 12) 2,198,340 2,198,340 (2,198,340)

Balance, Dec. 31,1970.... 8,793,361 8,793,361 2,864,465

8. Stock Options and Stock Purchase Plan:

The Company's qualified stock option plan provides for the granting of options
to key employees to purchase its common stock at not less than current market
prices on the date of grant. Options are exercisable at various annual rates
from date of grant and expire five years thereafter. Information with respect to

options granted under the plan is as follows :
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37,380 shares are reserved for options which have not yet been granted. In addi-

tion NIS has 2,857 shares reserved for issuance under non-transferable warrants.

Beginning in 1969, the Company instituted a Stocli Purchase Plan under which
eligible employees may elect to have a percentage of their comi)ensatlon (not to

exceed 8%) withheld through payroll deductions. Depending upon earnings,

the consolidated companies match from 2.^^% to 100% of each participant's con-

tribution. All funds in the Plan are used to purchase the Company's common
stock in the open market. Charges to income with respect to the Plan aggregated
$29,980 and $66,891 in 1969 and 1970, respectively.

9. Profit Sharing and Pension Plans:

Effective January 1, 1969, the Company adopted an "Employees Profit-Sharing
Plan"' under which the Company and qualified subsidiaries contribute a portion
of their consolidated income before income taxes as determined by the Company's
Board of Directors, not to exceed 15% of the aggregate compensation of plan
members. Contributions charged to income under the plan amounted to $83,395
for 1969 and $131,249 for 1970. Eligible employees may also contribute a portion
of their compensation to the plan.
During the years 1969 to 1970, National Home had a pension plan which resulted

in a pension expense of $43,571 in 1966, $45,691 in 1967, $51,201 in 1968, $38,180
in 1969, and $12,000 in 1970, including amortization of prior service cost over a
period of fifteen years. Effective January 1, 1971. the plan is being terminated and
integrated into the "Employees Profit-Sharing Plan".

10. Leases:

At December 31, 1970, the Company and its subsidiaries leased premises and
data processing equipment for various terms at aggregate annual rentals of
approximately $889,000.

11. Supplementary Profit and Loss Information:

Charged to Charged to

operating other

expense accounts Total

1968:
Maintenance and repairs
Depireciation _

Taxes other than income:
Premium taxes

Other _

Rents

1969:
Maintenance and repairs..

Depreciation

Taxes, other than income:
Premium taxes .

Other
Rents

1970:
Maintenance and repairs

Depreciation

Taxes, other than income:
Premium taxes

Other
Rents

$24,875 ..
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National Libekty Life Insueaxce Co. axd Subsidiary

Consolidated balance sheet, Dec. 31, 1970
Assets

:

Bonds (note 3) $31,877,402

Stocks (note 3) :

Preferred 631, 132
Common 451, 802

Total 1. 082, 934

Ist mortgage loans on real estate 1. 626, 076
Policy loans 1, 391, 735
Cash 4, 204, 476
Accident and health premiums due and unpaid 1, 451, 307
Life insurance premiums deferred and uncollected 1, 265, 867
Investment income due and accrued 451,317

Property and equipment, at cost

:

Land 734.113
Home office buildings 7, 253, 919
Equipment 530. 943

Total 8, 518, 975
Less accumulated depreciation 215, 886

Total S. 303. 089
Deferred policy acquisition costs (notes 1 and 2) 35,686,115
Other assets 370, 282

Total assets 87, 710. 600

Liabilities

:

Aggregate reserves and unearned premiums (note 4) :

Accident and health policies 27, 027, 347
Life policies 10. 258. 005

Total 37, 285, 352
Supplementary conti-acts without life contingencies and divid-
end accumulations 47, 232

Total 37. 332. 584
Policy and contract claims (note 4) 5.798.114

Other policyholders' funds

:

Premiums received in advance 684. 691
Other 6.312

Total 691,003
Deferred Federal income taxes (note 5) 9.069.239

Other liabilities

:

Premium and other taxes 1. 557. .340

Commissions to affiliate 1.627,659
General expenses 809. 416
Amounts held for agents 96. 827
Miscellaneous liabilities 424. 410

Total 4. 51.5, 652
Minority interest in subsidiary 115,250

Total liabilities 57. 521. 842

Contingent liabilities (note 9)
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National Liberty Life Insurance Co. and Subsidiary—Continued
Consolidated Balance Sheet Dec. 31, 1970.—Continued

Shareholders' equity

:

Common stock, $1 par value; shares authorized, issued and
outstanding—1,500,000 (notes 6 and 7) $1,500,000

Capital in excess of par value (notes 6 and 7) 3,245,620
Surplus, as annexed 25, 443, 138

Total shareholders' equity 30, 188, 758

Total liabilities and shareholders' equity 87, 710, 600

NATIONAL LIBERTY LIFE INSURANCE CO. AND SUBSIDIARY CONSOLIDATED STATEMENT OF OPERATIONS

Year Ended December 31

1966 1967 1968 1969 1970

Accident and health..- $21,349,097 $25,117,226 $25,340,556 $25,485,967 $40,856,030

Life 7,130,508 7,235,258 8,167,848 8,843,580 5,879,872

Relnsurance'assumed.'...' 2,588 15,756 1,193,005 7,515,693 7,21 5,295

Total premiums 28,482,193 32,368,240 34,701,409 41,845,240 53,951,197

'"^Tn'terest,"pri'ncipally bonds. 715,499 976,694 1,232,853 1,792,025 2,730,601

Dividend income 74,893 70,890 67,689 68,694 40,670

Real estate income 22,500 83,390 92,196 90,096

Total investment income. 790,392 1,070,084 1,383,932 1,952,915 2,861,367

Investment expenses 45,800 118,945 143,621 152,678 167,627

Net investment income 744,592 951,139 1,240,311 1,800,237 2,693,740

Total... 29,226,785 33,319,379 35,941,720 43,645,477 56,644,^3r

Accident and health, death, and other

benefits . . 13,703,149 16,036,455 15,526,570 18,377,206 20,388,136

Increase in aggregate reserves for all „ ^„ „ „„„ „„„
policies..-- 3,355,109 2,050,446 4,117,745 3,260,376 6,902,022

Total.. 17,058,258 18,086, 901 19,644,315 21,637,582 27,290,158

Balance 12,168,527 15,232,478 16,297,405 22, 007,

8

95 29, 354, 779

^""^AffihateWe 8) 5,865,180 6,352,063 6,303,095 8,529,126 14,089,408

Others..--.....:::'.:: ...-. 1,339, 4i6 2,661,992 2,871,124 3,122,884 2,154,332

Total - 7,254,596 9,014,055 9,174,219 11,652,010 16,243,740

General insuVancee'xpenses (note 8) 4,417,747 5,883,637 4,809,209 5,174,523 15,316,006

Taxes, licenses and fees 462,230 570,370 673,496 1,001,476 1,265,358

Increase in loading and cost of collection ,,„„„-, ,r ,no
on deferred and uncollected premiums. 174,884 36,398 11,669 116,887 45,103

Increase in deferred policy acquisition

costs (notes land 2) -_- (2,797,287) (1,618,700) (595,904) (3,228,169) (15,447,762)

Total- 9,512,170 13,885,760 14,072,689 14,716,727 17,422,445

Income from underwriting and , „„, ^^„ ,, „^„ ^,.
investment 2,656,357 1,346,718 2,224,716 7,291,168 11,932,334

Dividends to policyhorders-lTfe"(note 10)- 31,988 34,883 38,437 38,963 46^271

Income from operations before

provision for income taxes, etc.- 2,624,369 1,311,835 2,186,279 7,252,205 11,886,063

Provision for deferred income taxes

(note5) 595,372 192,397 535,701 1,964,565 2,948, 625

Income from operations before

investment gains (losses) and

extraordinary gain-.. 2,028,997 1,119,438 1,650,578 5,287,640 8,937,438

Investment gains (losses), net of related , _„„ ^,^, „,,. /roo n«ov
deferred income taxes.. 410 196,839 79,688 (167,047) (682,948)

Income before extraordinary gain. 2,029,407 1,316,277 1,730,266 5,120,593 8,254,490

Extraordinary gain on sale of portfolio of

insurance, net of related deferred in- „

come taxes of $1,082,958 3,353,72b

Net income 2,029,407 1,316,277 1,730,266 5,120,593 11,608,216

Note: See accompanying notes to consolidated financial statements.
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NATIONAL LIBERTY LIFE INSURANCE CO. AND SUBSIDIARY CONSOLIDATED STATEMENT OF SURPLUS

Year ended December 31—

1966 1967 1968 1969 1970

Balance at beginning of year, as restated

(Increased by $5,158,668 as of Jan. 1,

1966) for company accounted for on a

pooling of interests basis and adoption

of principles contained in AICPA ex-

posure draft (see note 1) $5,276,129 $7,295,036 $8,321,313 $9,214,329 $13,834,922
Net income, as annexed 2,029,407 1,316,277 1,730,266 5,120,593 11,608,216
Cash dividends on preferred stock, $3 per

share (10,500) (15,000)
Par value of 3,500 shares of preferred

stock and 2,500 shares of common
stock (par value per share $10) issued

to holders of common stock in re-

capitalization (200,000)
Par value of 1,500 shares of preferred

stock issued as dividends to holders of

common stock (75, 000).. _ _

Transfer to capital in connection with

recapitalization (note 6) (837,250) (500,000)

Balance at end of year 7,295,036 8,321,313 9,214,329 13,834,922 25,443,138

NATIONAL LIBERTY LIFE INSURANCE CO. AND SUBSIDIARY CONSOLIDATED STATEMENT OF SOURCE AND
APPLICATION OF CASH

Year ended December 31—

1968 1969 1970

Source of cash:

Net income $1,730,266 $5,120,593 $11,608,216
Increase (decrease) due to changes in:

Premiums due and deferred _. 84,144 (773,744) (611,864)
Deterred policy acquisition costs (595,904) (7,489,969) (14,247,201)
Other assets _... (279,450) (235,197) 221,34!
Policy reserves and unearned premiums.. 4,439,088 6,313,352 6,505,359
Policy claim liabilities 293,346 1,095,836 59,453
Commissions payable and other liabilities.. 164,657 702,070 2,036,671
Deterred income taxes 575,701 1,964,565 3,920.583

Other adjustments:
Investment (gains) and losses (119,688) 167,047 762,639
Amortization of bond premium and discount.. . . . (1,631) 304 (33,508)
Depreciation 110,639 44,821 41,972

Amount 6,401,168 6,859,678 10,263,661
Increase in premiums received in advance 76,439 167,686 2,983
Proceeds from sale of investments 29,668,926 33,981,641 92,105,978
Capital contributions by parent 445,743 891,487

Total...- 36,592,276 41,900,492 102,372,622

Application of cash:

Increase (decrease) in mortgage and policy loans . . (37,930) (5,142) 415,385
Purchase of investments 35,601,852 38,929,183 96,295,414
Plant additions, neti _ 162,007 1,468,804 4,779,587

Total _ .._ 35,725,929 40,392,845 101,490,386

Net increase in cash 866,347 1,507,647 882,236
Cash balances:

January 1 948,264 1,814,593 3,322,240

DecemberSl _. 1,814,593 3,322,240 4,204,476

• The amounts netted against this caption are insignificant.

Note: See accompanying notes to consolidated financial statements.

A substantial portion of tlie sale and purchase of investments is made up
of government notes, commercial paper, certificates of deposit and other short-
term securities which were purchased and subsequently matured during the
periods.
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Nationai, Liberty Life Insurance Company and Subsidiary

NOTES TO consolidated FINANCIAL STATEMENTS

1. Basis of Statement Presentation:

The consolidaterl financial statements include the accounts of National Liberty
Life Insurance Company (National Liberty JAfe) and its subsidiary. National
Home Life Assurance Company (National Home). In 1969, National Liberty
Corporation (parent of National Liberty Life) acquired 99% of the outstanding
capital stock of National Home in a pooling of interests transaction and in 1970
it contributed its investment in National Home to National Liberty Life. Accord-
ingly, the accompanying consolidated financial statements include the oi^erations

of National Home prior to its acquisition.
In addition, the financial statements of National Liberty Life and National

Home were retroactively adjusted in 1970 in accordance with the principles

contained in the exposure draft dated December 1970 prepared by the Committee
on Insurance Accounting and Auditing of the American Institute of Certified

Public Accountants (AICPA) entitled Audits of Life Insurance Companies. Such
expo.sure draft has not been adopted.
As a result of the foregoing, net income previously reported has been adjusted

as follows

:

1966 1967 1968 1969

Net income as originally reported $417,394 $1,412,166 $3,466,790 $4,225,647
Retroactive adjustment resulting from pooling of interests of

National Home... _ (221,546) (767,592) (201,432) 305,732

Net income as adjusted, statutory basis 195,848 644,574 3,265,358 4,531,379
Retroactive adjustment, resulting from adoption of principles

contained in AICPA exposure draft 1,833,559 671,703 (1,535,092) 589,214

Net income as reported In accompanying consolidated

statement of operations _ 2,029,407 1,316,277 1,730,266 5,120,593

As a result of the pooling of interests of National Home, premium income and
net investment income previously reported has been adjusted as follows

:

1966 1967 1968 1969

Premium income:
As previously reported $16,333,572 $22,075,882 $24,306,111 $30,253,629
Retroactive adjustment, resulting from pooling of,

interests of National Home__ 12,148,621 10,292,358 10.395,298 11,591,611

As reported in accompanying consolidated state-

ment of operations 28,482,193 32,368,24 34,701,409 41,845,240

Net investment income:
As previously reported 397,718 610,355 890,253 1,362,523
Retroactive adjustment, resulting from pooling, of

interests of National Home 346,874 340,784 350,058 437,714

As reported in accompanying consolidated state-

ment of operations 744,592 951,139 1,240,311 1,800,237

For information with resi)ect to statutory accounting practices of the insurance
companies, see Note 2,
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2. Statutory Accounting Practices:

The financial statements of National Liberty Life and National Home filed

with the insurance departments of their respective states of domicile are
prepared in accordance with the practices prescribed or pennitted by such
regulatory authorities which differ in certain respects from the principles

employed in preparing the accompanying consolidated financial statements. The
differences are (1) financial statements of the companies, which are presented
on a separate company basis for statutory purposes, have been consolidated, (2)
policy acquisition costs, which are charged against operations as incurred for
statutory purposes, have been deferred and amortized over the periods benefited,

(3) policy reserves, which are stated principally on modified reserve methods for
statutory purposes, have been restated on a net level basis using revised assump-
tions (assumed interest averaged approximately 5%), (4) certain assets desig-

nated as "nonadmitted", which are excluded from the balance sheet for statutory
purposes, have been restored (the term "nonadmitted" assets means assets other
than assets which are permitted to be reported to regulatory authorities ) . ( 5

)

the contingency reserve, "Mandatory Securities Valuation Reserve", which is

required to be shown as a liability for statutory purposes, has been restored

to surplus, (6) investment gains and losses, which are reflected in surplus for

statutory purposes, have been reflected in income, (7) deferred taxes, which are
not recognized for statutory purposes, liave been provided and (8) extraordinary
items and certain transactions required to be shown in surplus for statutory pur-
poses have been reflected in income or capitalized. A reconciliation of net gain
from operations and surplus as shown in the accompanying financial statements
with statutory amounts (on a consolidated basis) is as follows:

1966 1967 1968 1969 1970

Net income as reported in the accom-
panying consolidated statement of op-

erations $2,029,407 $1,316,277 $1,730,266 $5,120,593 $11,608,216
Increase in deferred policy acquisi-

tion costs (2,797,287) (1,618,700) (595,904) (3,228,169 (15.447,762)
Increase in policy reserves 1,525,121 911,233 1,656,581 451,404 1,240,691
Tentative ceding commissions under

reinsurance agreements (1,084,441)
Provision for deferred income taxes. 595,372 192,397 535,701 1,964,565 2,948,625
Extraordinary gain (3, 353, 726)
Investment (gains) losses (410) (196,839) (79.688) 167,047 682,948
Miscellaneous (71,914) 40,206 18,402 55,939 301,296

Net gain (loss) from operations
(statutory basis) 195,848 644,574 3,265,358 4,531,379 (2,019,712)

Surplus as reported in the accompanying
corsoliriated statement of surplus 7,295,036 8.321.313 9,214,329 13,834,922 25,443,138

Deferred policy acquisition costs___. (11,734.341) (13,353,041) (13,948,945) (21,438.114) (35,686,115)
Policy reserves 2,797,716 3,708,949 5.365,532 7,177,936 8,251,842
Deferred income taxes 2,344,993 2,608.390 3,184,091 5,148,656 9,069,239
Nonadmitted assets (348,415) (329,749) (404,891) (536,309) (746,079)
Nonstatutory adjustments to ex-

traordinary gain.. (2,081,505)
Miscellaneous (284,284) (540,256) (606,460) (484,433) (826,496)

Surplus (statutory basis) 70,705 415,606 2,803,656 3,702,658 3,424,024

3. Bonds and Stocks:

Bond and stock valuations have been determined in accordance with methods
prescribed by the National Association of Insurance Commissioners. According-
ly, the admitted asset values as shown in the accompanying balance sheet prin-
cipally consist of amortized cost with respect to bonds, cost with respect to
preferred stocks, and market value with respect to common stocks. A summary
of investments at December 31, 1970 is as follows :
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Actual cost Book value

Admitted asset

Quoted and financial

market statement
value value

Bonds:
US Government $676,862 $678,009 $651,840 $678,009

Special revenue 2,489,782 2,491,432 2,172,117 2,488,232

Railroad - 1,724,034 1,731,159 1,547,342 1,731,159

Public utilities' 7,962,368 7,928,759 7,116,206 7,928,759

Industrial and miscellaneous 19,163,424 19,055,243 16,709,513 19,051,243

Total bonds ._ 32,016,470 31,885,602 28,197,018 31,877,042

Stocks:
Preferred: , „ ^„„

Railroad . . . 238,344 238,344 93,390 159,592

Public utilities ' 305,428 305,428 173,693 305,428

Banks ""
'

10,000 10,000 5,200 10,000

Industrial and" miscellaneous 172,966 172,966 110,299 156,112

Tola' preferred stocks 726,738 726,738 387,592 631, 132

Common: „ ^

Public utilities 273,515 273,515 245,000 245,000

Industrial and miscellaneous 371,737 370,737 206,802 206,802

Total common stocks 645,252 644,252 451,802 451,802

Total stocks _ 1,371,990 1, 370, 990 839, 384 1,082,934

Total bonds and stocks 33, 388, 460 33, 256, 592 29, 036, 402 32, 960, 336

Market value consists of quoted market values except for certain issues (prin-

cipally private placements) in the aggregate amount of $5,575,274 which are

valued at cost, or amortized cost, and for which quoted market values are not

available.

Ii. Policy Reserves and Claims:

The aggregate reserves for all policies, on a statutory basis, at December 31,

1970 were determined on the following standards :

Accident and health policies :
Amount

Unearned premium based on monthly pro rata factors $11, 499, 712

Additional reserves for guaranteed renewable i>olicies, two-year
preliminary term method (1956 hospital and surgical tables

—

1941 CSO, 21/2% ) 7, 778, 952
Present value of amounts not yet due on claims 751, 680

Total 20, 030, 344

Life policies

:

A. E. 3Vj% Illinois Std 473, 615
CSO Commissioners' Reserve Valuation Method :

1941:
21/0% 956, 018

3% 480, 333
1958:

21/0% 557, 447

3% 2, 158, 876
31/,% 1, 581, 300

1949 Annuity table—3^.% 357, 661
1951 Group annuity—31/,% 174,000
1941 CSO, net level—21/2% 987, 470
1958—CSO, net level

:

3% 744,097
31/0% 196.620

Others 335, 729

Total 9,003,166

Total reserves (statutory basis) 29,033,510
Adjustment to net level basis using revised assumptions

(see notes 1 and 2) 8, 251, 842

Aggregate reserves as shown in accompanying balance
sheet 37, 285, 352
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The liability for policy claims on accident and health business at December 31,

1970 is based upon (1) an estimated average cost per claim for losses reported

to such date and (2) estimates of unreported losses based on past experience.

Policy claim liability for life policies is the actual face amount of the policies for

which claims have been made. At December 31, 1970 there was no reinsurance
deducted in respect of the companies' policy claim liability.

5. Federal Income Taxes:

For income tax purposes, the companies charge policy acquisition costs to

income as incurred, while for financial reporting purposes such costs are deferred
and amortized over periods benefited. Deferred income taxes relate principally

to the difference in reporting these costs for financial and tax purposes.
At December 31, 1970, accumulated earnings for federal income tax purposes

includes approximately $3,057,000 of "Policyholders' Surplus" as defined under
the Life Insurance Company Tax Act of 1959. Under the provisions of the Act,

"Policyholders' Surplus", of which $461,000 arose in 1968, $455,000 in 1969 and
$244,000 in 1970, has not been currently taxed but would be taxed at current
rates if distributed. If the total amount of "Policyholders' Surplus" had been
subject to tax at December 31, 1970, such tax would have amounted to $1,.504,000

of which $227,000 would apply to 1968, $244,000 to 1969 and $120,000 to 1970.

The companies have no present intentions to make cash distributions from "Pol-

icyholders' Surplus." Data with respect to "Policyholders' Surplus" recomputed
under generally accepted accounting principles are as follows :

Amount Related tax

Balance at Dec. 31, 1970 $18,168,000 $8,939,000
Portion of balance which arose in:

1968 1,256,000 618,000
1969... 3,466,000 1,705,000
1970 6,859,000 3,375,000

At December 31, 1970, net operating loss carry-foi-wards of approximately
$1,000,000 are available to offset future taxable income, if any, and expire in

1975.

6. Recapitalization:

On March 18, 1968, the Board of Directors of National Liberty Life approved
the issuance of 612,750 shares of its common stock for the then issued and out-
standing shares of capital stock as follows

:

(a) 600,000 shares for the 15.000 shares of $10 par value common stock and
(b) 12,750 shares for the 8.500 shares of $50 par value preferred stock.
The excess of $412,250 of the par value of the preferred stock retired over the

par value of the common stock issued was added to capital in excess of par
value. The aggregate difference in the par value of the common stock exchanged
in the amount of $450,000 was transferred from surplus to common stock.
On August 1. 196S, and January 28, 1969, the Board of Directors of National

Liberty approved the issuance of 387.250 and .500,000 shares, respectively, of $1
par value common stock to National Liberty Corporation, and the capitalization
of equivalent amounts of surplus.

7. Common Stock and Capital in Excess of Par Value:

The changes in the common stock and capital in excess of par value accounts
since January 1, 1966 are as follows :

Common stock Capital In

excess of

Shares Amount par value

Balances, Jan. 1, 1966 and 1967 12,500 $125,000 $150,000
Par value of shares issued in recapitalization by charge to surplus 2,500 25,000

Balances, Dec. 31, 1967 _._ 15,000 150,000 150,000
Transfer in connection with recapitalization (note 6) 985,000 850,000 412,250

Balances, Dec. 31, 1968_. 1,000,000 1,000,000 562,250
Transfer in connection with recapitalization (note 6)... 500,000 500,000

Balances, Dec. 31, 1969.. -_ 1,500,000 1,500,000 562,250
Contribution to capital of investment in National Home Life Assurance

Co. by parent (note 1) 2,683,370

Balances, Dec. 31, 1970 1,500,000 1,500,000 3,245,620
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8. Transactions with Affiliates:

DeMoss Associates, Inc. (DeMoss Associates), an affiliated general agency,
incurs costs in connection with the solicitation of prospective policyholders for

National Liberty Life and National Home. Prior to September 1, 1970, on policies

written through DeMoss Associates, the companies paid DeMoss Associates
commissions of 50% on the first year business and 20% on the renewal business.

On September 1, 1970 in the case of National Home, and January 1, 1971 in the
case of National Liberty Life, the companies began to market directly in certain
jurisdictions, paying DeMoss Associates a fee for its marketing services. During
the last four months of 1970 approximately 85% of National Home's solicitations
(other than agency business) were made directly at a cost of $8,621,576, and
DeMoss Associates' commissions were equivalent to approximately 7^% of first

year business and 3% of renewal business.
During the years 1966 to 1968, National Liberty Life received amounts from

DeMoss Associates, principally for the use of data processing equipment and
programming services. In January 1969, National Liberty Life sold its data
processing equipment and related software to National Information Systems
Corporation (NIS), an affiliate, for an amount equivalent to the carrying value
of such equipment. The companies subsequently entered into contracts with NIS
to provide them with data processing services. The companies also were charged
in 1969 and 1970 by National Liberty Corporation for administrative services.
On July 1, 1969, National Liberty Life paid DeMoss Associates $2,900,000 in

connection with its reinsurance of certain accident and health policies solicited
by DeMoss Associates for other insurance companies.

9. Reinsurance:

The companies follow the practice of reinsuring portions of their life insurance
risks with other companies. Ceded life insurance risks approximated $63,000,000
at December 31, 1970 and the companies would be liable for such risks in the
event the reinsuring companies are unable to pay their portion of the risks.
Premium income of approximately $1,200,000 in 1968, $6,500,000 in 1969, and

$6,000,000 in 1970 is applicable to accident and health reinsurance assumed by
National Liberty Life.

10. Participating Life Insurance Policies:

Dividends on such policies, as shown in the Consolidated Statement of Opera-
tions, are paid at the discretion of the Board of Directors of the companies from
earnings derived from the participating policies themselves.

11. Subsequent Event:

National Home has entered into a contract providing for the reinsurance (with
right to assume) of certain accident and health policies. See "Insurance Opera-
tions—Recent Event" elsewhere in this Prospectus .

National Liberty Coep.

Balance sheet, Dec. SI, 1970
Assets

:

Cash 1509, 339
Marketable securities, at cost (quoted market value $8,000) 26, 001
Accounts receivable from subsidiaries 77, 786
Investments in sulisidiaries, at equity in adjusted net assets___I 41, 148' 764
Advances to subsidiaries 9 735 179
Other assets I_IIII__Z

'

22oi 949

Total assets 51, 718, 068

Liabilities

:

Notes payable and long term debt including current maturities
of $5,250,000 (note 5) 7 250 000

Accounts payable IIII.II I ' "27 471
Accrued expenses IIIIIIIII 19' 52O
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National Libebtt Coep.—Continued

Balance sheet, Dec. 31, 1910—Continued

Shareholders' equity

:

Preferred stock, $1 par value; 500,000 shares authorized, none
issued

Common stock, $1 par value; 12,500,000 shares authorized;
issued and outstanding, $8,793,361 shares (notes 7, 8 and 12) __ $8, 793, 361

Capital in excess of par value (note 7) 2,864,465
Retained earnings, including $32,916,444 of undistributed earnings

of subsidiaries (note 5) 32,763,251

Total 44, 421, 077

Total liabilities and shareholders' equity 51, 718, 068

STATEMENT OF INCOME AND RETAINED EARNINGS

Year ended December 31—

1968 1969 1970

nterest and other investment income:
From subsidiaries. _ $190,106 $329,891 $1,053,012
Other _ 5,408 25,001 49,602

General and administrative expense (190,480) (350,970) (1,264,763)

Income (loss) from operations. 5,034 3,922 (162,149)
Equity in undistributed income of subsidiaries 3,667, 143 6,309,805 12, 27l!208

Netincome 3,672,177 6,313,727 12,109,059
Retained earnings at beginning of year. 10,668,288 14,340,465 20,654,192

Retained earnings at end of year 14,340,465 20,654,192 32,763,251

Note: See accompanying notes to consolidated financial statements of National Liberty Corp., and subsidiary companies.

NATIONAL LIBERTY CORP. STATEIVIENT OF SOURCE AND APPLICATION OF CASH

Year ended December 31—

1968 1969 1970

Source of cash:

Netincome.. $3,672,177 $6,313,727 $12,109,059
Deduct equity in undistributed income of subsidiaries. (3,667,143) (6,309,805) (12,271,208)

Amount 5,034 3,922 (162,149)
Proceeds from sale in 1968 of common stock (net of related expenses

of $559,091) and exercise of stock options 5,330,909 3,101 15,800
Repayment of advances by consolidated subsidiaries. 1,699, 197 1, 151,' 673
Increase In notes payable and long-term debt '.. 2,000,000 5,250000
Increase (decrease) in other liabilities 85,851 79,189 (118,049)

Amount. 5,421,794 3,785,409 6,137,275

Application of cash:
Increase in investment In consolidated subsidiaries 1 1,251,487 530 OCC
Advances to consolidated subsidiaries 5,273,197 1,993,000 5,319^852
lncrease(decrease)inotherassetsandothertransactionsnet 125,295 337,974 (130,875)
Expenses of merger 135, 159

Amount 5,398,492 3,717,620 5,718,977

Net increase in cash 23,302 67,789 418,298
Cash balances:

January 1 _.. 23,302 91,091

December31 23,302 91,091 509,389

' The amounts netted against these captions are insignificant.

Note: See accompanying notes to consolidated financial statements of National Liberty Corp. and subsidiary companies.
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Report of Independent Ceetified Public Accountants

National Liberty Corporation

Valley Forge, Pennsylvania

We have examined the balance sheet of National Liberty Corporation as of

December 31, 1970 and the related statements of income, retained earnings

and source and application of cash for the three years then ended, all of

which have been restated prior to 1970 to reflect accounting changes with which

we concur as described in Note 1 to the consolidated financial statements of

National Liberty Corporation and subsidiary companies. Our examination was

made in accordance with generally accepted auditing standards and accord-

ingly included such tests of the accounting records and such other auditing

procedures as we considered necessary in the circumstances. We did not exam-

ire the financial statements of National Home Life Assurance Company, which

statements were examined by other public accountants whose report thereon has

been furnished to us. Our opinion expressed herein, insofar as it relates to the

amounts included for said company, is based solely upon such report.

In our opinion, the aforementioned financial statements, when read m con-

junction with the consolidated financial statements and related notes of Na-

tional Liberty Corporation and subsidiary companies for the three years ended

December 31, 1970, present fairly the financial position of National Liberty

Corporation at December 31, 1970 and the results of its operations and the

source and application of its cash for the three years then ended, in conformity

with generally accepted accounting principles applied on a consistent basis.

Philadelphia, Pa. Lybeand, Ross Bros. & Montgomery.

March 25, 1971
National Liberty Corp.

Cross reference sheet

Numier and item Heading in prospectus

1. Distribution spread Cover page.

2. Plan of distribution Cover page : underwriting.

3. Use of proceeds to registrant Use of proceeds.

4. Sales othermse than for cash C)
5. Capital structure Capitalization.

6. Summary of earnings Consolidated statement of income.

7. Organizations of registrant National Liberty Group.

8. Parents of registrant Principal shareholder.

9. Description of business National Liberty Corp. ; National
Liberty Group ; insurance opera-

tions ; noninsurance subsidiaries.

10. Description of property Property.

11. Organization within 5 years National Liberty Group.
12. Pending legal proceedings Litigation.

13. Capital stock being registered Description of common stock.

14. Long term debt being registered O
15. Other securities being registered (^)

16. Directors and executive officers Management.
17. Remuneration of directors and Do.

Ofiicers Do.
IS. Options to purchase securities Principal shareholder; selling share-
19. Principal holders of securities holders.
20. Interest of management and others Noninsurance subsidiaries ; manage-

in certain transactions ment.
21. Financial statements Index to financial statements.

Omitted because item Is not applicable.
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Registration Statement Part II

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 2S. Other Expenses of Issuance and Distribution.

The following table sets forth the estimated expenses in connection with the
offering described in the Registration Statement.

To be paid

by the

company
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Consent of Independent Ceetified Public Accountants

We consent to the inclusion of the following reports in the Registration State-

ment to be used in registering, under the Securities Act of 1933, 700,000 shares

of common stock of National Liberty Corporation :

(1) Our reports dated March 25, 1971 accompanying the financial statements

of National Liberty Corporation and subsidiary companies. National Liberty

Life Insurance Company and subsidiary and National Liberty Corporation,

which are included in the Prospectus.

(2) Our report dated March 25, 1971 accompanying the supporting schedules

listed in Item 31(a) of the Registration Statement.

We also consent to the reference to our Firm under the captions "Consolidated

Statement of Income" of National Liberty Corporation and subsidiary companies

and "Experts" in the Prospectus.
Philadelphia, Pa. Lybrand, Ross Bros. & Montgomeet.
July 27, 1971

Accountants' Consent and Repobt on Schedules

Board of Directors
National Home Life Assurance Company
The examination referred to in our report dated March 10, 1971, included

the related supporting schedules for the three years ended December 31, 1970,

included in the Registration Statement. In our opinion, such schedules (not

presented separately herein) present fairly the information set forth therein.

We consent to the use of our report included herein and to the reference to our
firm under the heading "Experts" in the Prospectus.

St. Louis, Missouri Peat, Mabwick, Mitchell & Co.

July 27, 1971
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Making Money

While most other industries were hurt by last year's slowdown, banking pro-
vided further evidence of its ability to do well in just about any economic climate.

The fifty largest banking companies—twenty-one of them are one-bank holding
companies—made substantial gains in all the crucial financial categories. As-
sets for the group rose 11.5 percent, deposits 12.1 percent, loans outstanding
7.4 percent, and stockholders' equity 7.8 percent.
The companies also showed sharply higher earnings last year ; however, a

precise comparison with 1969 is not feasible because of a change in the way the
figures have been computed. Last year's directory included earnings figures that
did not take into account securities transportation, while 1970 figures—i.e., those
headed "net income"—all include such transactions. The lists do make it possible

to compare per-share earnings performance in the two years. With securities

transactions included for both 1969 and 1970, all but five of the banks showed
gains last year in earninas per sliare. (Among the .500 largest industrials, by
comparison, a majority had lower earnings in 1970.) The median per-share per-

formance of the banks was a fat 11.7 percent gain. The gain was accomplished
despite heavy loan losses incurred by many banks in the wake of last year's

"credit crisis."

There was one spectacularly poor performance. Detroit's Bank of the Com-
monwealth, which was a member of the troubled Parsons group, lost $9,845,000,

making it the first bank to show a deficit in the history of the list. ( Chase Man-
hattan Corp. has since acquired a substantial interest in the bank.) Ironically,

Bank of the Commonwealth, which had a disastrous run-in last year with federal

regulators, had ranked first during 1969 in two categories ; earnings as a per-

centage of capital funds and ten-year earnings-per-share growth.
The companies on the list are the same ones that appeared last year, although

there has been some reshuffling. Wachovia Corp. made the greatest leap, going
from forty-first to thirtieth in assets after it acquired American Credit Corp.
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A Struggle for Capacity

Insistent consumer demand provided the fifty largest utility companies with a
hefty 8.9 percent gain in operating revenues last year. It also prompted them
to make some monumental capital expenditures ; the utilities increased their
assets by 12.1 percent, the largest year-to-year gain since the list was first

compiled fifteen years ago. American Telephone & Telegraph, which peren-
nially dominates the list, made an especially frantic effort to keep its capacity
within hailing distance of demand ; in the process, it added a record $5.7 billion

to its assets, an amount greater than the total assets of the second-largest utility,

New York's Consolidated Edison.
Operating costs continued to increase more sharply than revenues last year,

in great part because of inflation and attempts to combat pollution. As a result,

the utilities made only a meager 2.8 percent gain in net income, the second
smallest advance in the past fifteen years. Ten of the utilities on the list, includ-
ing American Telephone, suffered declines in net income ; for American Tele-
phone it was the first such decline since 1947. A few utilities dramatically in-
creased their earnings, among them Union Electric, of St. Louis, whose net rose
25.8 percent, Potomac Electric Power, up 21.7 percent, and Southern California
Edison, up 18.2 percent. All were helped by .substantial rate hikes.
There was one newcomer to the list, Carolina Power & Light. The firm, which

serves some rapidly growing industrial areas in both North and South Carolina,
increased its assets by a whopping 23.1 percent last year and vaulted into forty-
seventh place.

Senator Hart. We have two additional witnesses for today and
because of schedule problems we will hear the second witness before
taking a 12 :80, noon recess. And then we will take a recess.

And we will hear the testimony of Mr. Siegfried following the
recess.

STATEMENT OF JEANETTE OSBORNE, ATLANTA, GA.

Senator Hart. Our next witness is Jeanette Oslioiiie of .Vtlanta. Ga.
Mrs. Osl)orne.

Mrs. OsBORisrE. Well, I do not really know how to begin, T have notes,

but I will probably forget them, as I go along
Senator Hart. If you will pull that mike just a little closer, I think

it would be easier for you.
Mrs. Osborne. We were a fine, happy, average family. We had just

bought our new house in July of 1962. I had a good job with Crown
Cork & Seal and my husband was with Atlanta Gas Light Co. and
everything was just looking rosy, except for my young son who had
asthma from birth and heart failure at the age of 6 months. We almost
lost him.
But when we bought our home, he was doing better. Things looked

much better.

On March 9, 1963, while at work, my husband came to my work and
told me that our oldest son had been killed in an accident. Well, unless
you have lost a member of your family, you cannot realize what a
shock this was to me. It is unbelievable. And for quite a while I was
in shock.

Before we had the child buried and back home, and trying to get to

normal, an insurance adjuster came to me to settle—he was afraid of
being sued. There were five other boys in the car. All the other parents
were screaming, "Sue, sue, sue the insurance company.*' And I talked
with the man and I explained to the man that I had no intentions of
suing because the money that I could get from the loss of my child
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could buy nothing I wanted. If it would buy my child back, I'd sue,

but other than that, I did not want the money.

So the man handed me a check for $3,000 and quickly had me sign

the release papers.

I had another daughter named Carol who was the picture of health

and had always been a real healthy child. In March 1965 she started

having trouble with her hips and started limping, so I took her to

doctors here and there.

She was in and out of hospitals many times and numerous trips to

doctors' offices with no success. The doctors couldn't diagnose her ill-

ness. The X-ray showed nothing but her blood tests just kept coming

back elevated. She got to the point where she could hardly walk.

It was neurosurgeons and bone specialists, every type of doctor one

could name, and finally the doctors decided that she had arthritis. So
they put her in traction and started treatment for arthritis.

With t])c cortisone injections, she did get better and she was al:>le

to come home, limping. Just for a few weeks though and then back to

the hospital for more tests.

Eventually many other doctors were called in, we had an internal

specialist that came in, and this time they did a biopsy instead of

X-rays. This time it showed up that the child had Ewing sarcoma.

This is one of the fastest types of bone cancer known.

The life si~»an of anybody with Ewing sarcoma is 2 years. According

to the child's diary, she lived out almost her entire 2 years.

She got to the point she could not walk. The cancer had traveled com-

pletely over her entire body. She had eight spots on her skull. Slie

couldnot eat. The pressure on her neck was pressuring the esophagus,

she could not swallow.

There were many transfusions. I had to leave my family at home
each time she was hospitalized. I had two small children at the time.

I had to stay at the hospital with the child because she needed a nurse

around the clock and the insurance just did not provide for nursing

care.

We did have two insurance policies but, again, you run into insur-

ance problems. It seemed that as long as my insurance was in effect, my
husband's insurance had a clause where it would pay nothing. I argued

that fact with the insurance adjuster at the hospital.

It is a known fact that all over the world that the man is the head of

the liousehold but yet, in this insurance, it said because I had insurance,

then his insurance would pay nothing until mine lapsed.

So, in 1965, we had two insurance policies in effect. Our part, after

both insurances paid—which his did not pay anything, was $892.05.

This is according to income tax records which we filed.

The cancer was diagnosed in November of 1965. In 1966, our nart,

what we had to pay out of our pockets, was $1,647.25. That is above

expenses, over and above insurance payments, with two group policies

in effect.

The child died March 9, 1966. During that time I had a friend,

who called the Cancer Society and asked for help for us as I have no
relatives in Atlanta. She was told since I had insurance the Cancer
Society couldn't help us. I had to turn to our friends to look after both

children. And I had to take a leave from my job and stay at the hos-

pital. My bed, for the last 65 days of the child's life, was an outside
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chaise lomig-e. The hospital tried to make me move it, but I had to sleep

some to keep going. The child had to be looked after day and night and
I could not aii'ord a nurse around the clock. We could not afford a nurse

anyhow.
i needed help with the small children at home. A friend of mine

called tlie Cancer Society and asked for a nui'se, a maid. Would they

please provide just a maid for the children while my husband worked
and they said that they didn't do that. They would provide transporta-

tion to and from the hospital for me. Well, I didn't need that. I had to

stay at the hospital constantly. And that was all that the Cancer Society

would do.

And as long as j^ou have any insurance at all, anything, there is

no help available through the Cancer Society, and so forth.

Then Lynn, our baby, was examined in November of 1968. She
v,as hosipitalized the first time for oJ: days, I believe. Many, many
transfusions and treatments for luekemia and she responded well.

She left the hospital and to see her on the street you really could not

believe that there was a thing wrong with the child. She had to have
weekly visits to the doctor's office for treatment and blood tests and
so forth and medication, at least twice a week. The leukemia specialist,

$20 each trip; and she also had to see the pediatrican, whose was $10
per visit. That's $30 twice a week. And my husband's insurance would
pay 80 percent.

Her medical bills were just completely unreal, and she was back
in the hospital. For a year, she responded well, almost to the day. She
went back in the hospital in November and was there almost until

Christmastime.
This time she was getting weaker. More transfusions, more treat-

ment. She finally appeared to improve. We got her home for Christ-

mas and one of the treatments that they gave her—well, all the treat-

ments for leukemia are potent poisons. This time, it was an intravenous
treatment. A mistake was made while giving the child the treatment.
The medication came out of the vein and seeped under the foot. The
child almost lost her foot as a result. I don't think the doctor even
realized, didn't even know what would happen. They were just waiting
to see what would happen next. The child could not walk until

January.
Then the next year it was just one visit after another to the hospital

and treatment as an outpatient in hospitals. There were many doctors
called in besides leukemia specialists. At one time she had nine trans-
fusions in one visit to the hospital.

The last time that she was in the hospital, she didn't respond. There
were various treatments. And, of course, I had to leave my family
again, leave my job, which cut our salaries half in two, and stay
constantlv with the child. There was nothing else to do. We could
not afford a nurse. Insurance did not take care of those things.

She was there 15 days and the doctor just said, "Well, that is all

that can be done. That's it.'"

I have some figures here. Medical expenses during Carol's illness,

wliich was our oldest daughter, 1965, after two group insurance policies

paid, was $892.05 ; 1966. $1,647.25.

In I^ynn's case, which was the baby with leukemia, medical expenses
during the sickness of Lynn in 1969, $432.90; in 1970, $1,862.

90-319—73—pt. lA 23
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From 1965 to 1970, the cost of a private room at the one particular

liospital had tripled, but the benefits of my insurance had not increased

at all.

I thought—the average person thinks, that they have good insurance.

As a matter of fact, I thought we were well off" insurancewise. I had
insurance, my husband had insurance, but it took one visit to the

hospital to learn what insurance you really do have. The policies

have so many little clauses.

The average person, they go to the hospital and they stay, say, 10

days, and the hospital bill is fine, everything is paid off. All right, if

you go to the hospital and stay 60 days, then you better have some
money, or you are in trouble.

One time, while the baby was sick, she started convulsions at home
and my husband wasn't there. Well, the onl}^ thing I could do was
scream for a neighbor and jump in the car and take off for the hos-

pital. We ran into the emergency room. My doctor had not arrived.

I ran in, and by the time we got to the hospital the child was out

completely unconscious. When I left home, I forgot—I panicked.

I thought the child was dying—I suppose she was—and I did not

even carry anything to keep her from chewing her tongue. She had
chewed my fingers—I held my fingers in her mouth to keep her from
chewing her tongue. INIy fingers were bleeding. I walked to the desk
and explained that the child had leukemia, to get a house doctor
quickly and the only response that I got was, "Do vou have insurance ?

How will this bill be paid? Will you pay it cash?" And so forth.

Finallv, I said, "Got me a doctor". I got ugly: T got rude. I said,

"My child is dying. Will you please get a doctor. Here is my handbag.
Go through it. Find what you need. Write out a check, if you need it.

]\Tv husband will be here soon." They were more interested at the hos-

pital with how their bill would be paid than my dying child.

There are so many mistakes. There are good people and bad in

every walk of life, and we all make mistakes. None of us are perfect.

But nobody realizes the fatal mistakes that are made.
I stood with my children and I have been scorned for that reason.

T have stood over my baby and held her while they did bone marrow,
while they did lung biopsies, and so forth. One time in particular,

my doctor ordered a spinal ini'ection. The house doctor came. One of
the house doctors did it, and I am sure that he is a efood man, he is a

good doctoi\ but had I not been in that room with him, heaven knows
what would have happened to that child. He stuck the fhild in the
spine eight times. Her hair—she was dnpping. She was irst complotelv
given out. Her heart was pounding. He was trying to hit the spinal
cord, but he was not—^he did not know. So I stopped him. I said,

"No, no more. The child has had all she can stand." I said, "I realize

it has to be done. I want it done. But she cannot stand any more." I
said, "Now, we will get a doctor that can do it."

Ho sfiid, "Well, vour doctor ordered it." I said. "Sure, I under-
stand." He said. "Well, it has to be done." I said, "T understand, but
T think personally that we need another doctor to do this."

So I went to the phone and I called my leukemia specialist and
explained. He said, "And T specially asked for one particular doctor
that T do know and he is good in that field. He is not your pediatrician."
He said, "You have to consult your pediatrician." So I did this, and
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he said it was fine with him and he would rather that I did call the

other doctor.

The doctor came in. He said, ''Has this child ever been X-rayed in

her spine?-' I said, "Xo." He said, "She has a spinal (bifiter),'' which
is a crooked—I am sure you understand what I am tryino- to say. But
he said that unless a doctor knows exactly- what he is doing, and knows
that this child has this condition, he could stick her in the spine all

day and never hit the right spot.

And I have been scorned for standing over my children many
times. "How can you stand it. You must not have a heart." But I could

stand and watch them and help because I knew it was helping my
children, and I knew that my children had better care if I was there.

The nurses are fine, but the hospitals are understaffed. The nurses

are underpaid. They are overworked. Some of the doctors are good.
But anybody that tliinks they are v.ell covered with insurance, they
better sit down and check.

We don't consider ourselves poor people. "We are average people. The
money that I got from my son's death, the $8,000, like I said before. I

could not buy a thing with that money. It could not bring my child

back. I could not find a thing that I wanted with the money, so I put
it in a savings account. Had it not been for that savings, heaven knows
what we Avould have done when our daughter got sick. We would have
just been up the creek without a paddle.
Working men. and women ti-v to cai-ry their own weiglit in this

world, and try not to ask for help. They Mant to carry their own
weight. There is no help available for that person. But a man np
on the street that can't find work, he might get some help. The rich

man does not have to worry. It is the average citizen that needs help,

they need it. I believe every human being in the world is entitled to

health care as a matter of right, not wealth or charity.

I have had dealings with neurosurgeons, leukemia specialists, cliest

specialists, every tyj^e of doctor one can name. They are all expensive.

A person's insurance just does not cover his fees. Even Avith two group
insurance policies, it is just not enougli. Possibly in a minor operation

like appendicitis it might be fine.

Now, my particular insurance, I pay $-19.50 a month for group in-

surance. (I ])ay as it is negotiated for us tlvouih the union as part of
our wages.) I have eye and dental care. Glasses cost $115.00. the in-

surance paid $25.00.

My husband had surgery on his gums for the simple reason that

while our children were sick we could not afford to .'>'o to the dentist

the wa}' that we should go. We let oursehes go. He had to have surgery
on his gums to save his teeth.

The bill for that was $500. The insurance company paid $136, and
it was by force that they paid that. When I called my insurance com-
pany they said. "That is not covered under dental care.'' I said, "well,

that's fine. If it is not covered under dental care, how about surgery.

I should be covered under surgery." They said, "no, it is more dental
work." In other words, they are arguing me that I had no coverage
under surgery and no cover under dental care. I said, "all right," I
said, "have the president of the company call me." And I said, "I will

hash it out with him." So I did. And eventually, after a big knock-
down-drag-out fight, he sent me a check for $136 of a $500 bill.
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My son, the only child I have left, is still an asthmatic. The doctors

say his heart is fine. He has never been able to be active in sports and
th'ino-s until last year. He has to have allertry shots every week. His

medicine is expensive. He has to see an allergist for new medication in

3 months, which is expensive.

And all the time these other children were sick, I was having to

leave this child. He had been pitched from neighbor to neighbor, any-

body that would care for liim, because I had to be in the hospital.

I had to be with the child who needed me the most, whicli was the one

in tlie hospital. All of this has had an effect on this child. He—I sup-

pose he is one of the happiest little fellows in the world. Last year was
the first time that he, ever in his life, was able to play baseball. And
naturally I feel—I am overprotective, after losing three children you
arc overprotective, but I try not to be. I try not to let him know so,

anvway.
His bills—we are still struggling. In other words, all of this, this

sickness and trouble that we have had, even with two insurance policies

in effect, had we not been people that were real—that would save

—

we were real conscious of our bills and we saved every dime that we
could rake and scrape.

And we denied ourselves. Tlie things that average people, tlie

majority of peo]>le. would go out and buy, we would deny ourselves

that. We feel this. We are afraid to be broke. AYe are afraid to spend.

I don't go out and look and on impulse just buy something. I go

back home and I think and I figure and I wonder, "well, can I afford

it." We deny ourselves so many things because we know we have this

one cliild left, and we don't know how long—we don't know what is

going to happen. His heart has been bad one time before. It could hap-

l^en again, I am sure. We want to be prepared. We don't want to have
to beg for help.

I suppose, in these other cases, that we could have advertised in tlio

paper and begged for help, but we don't want that, we did not want
that. We wanted to carry our own weight. And had our insurance paid

the way it should have, then all this would not have happened. But
in a major medical sickness, any average person—in just one major
medical sickness, and we have had two—the average person, it would
take tliem 10 years to catch up. At least 10 years, with good liard work.
During the illness of the bal)v, who had leukemia, while she was

at home and doing well, I had to go back to work. That's another

thing that I was scorned for. I had to go back to work and try to

save as much as possible because I knew that there would be another
visit to the hospital, more expense, and we had to meet those bills.

Hos]fitals demand payments. Some hospitals, if you don't have any
insurance at all, then you have got to have some cash to get in that

hospital, I don't care how sick you are. They are not interested in

how sick you are. They are interested in how much money you have
got, how much insurance. So this is the situation. I don't care who
it is. Any average working person that thinks that thev have enough
insurance, then they need to stop and figure and question this thing.

Because there are so many little clauses in those insurance policies

that will throw you off balance.

Insurance companies work on ignoi-ance. People that take things

for granted. You have got to sit down and read and question and
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yon have almost got to be a ]a%Y3'er to really understand, or the hard
wa}', the way I did.

Thank you.

Senator Hart. Thank you very much, Mrs, Obsorne. In view of the

experiences that you had had, 1 think all of us are struck by tlie re-

straint that you did show in discussing your experiences.

And the unhappy truth I suppose is, that while we do not hear
from very many who have had this experience, it is not as unusual or

extraordinary as we tend to think.

]Mrs. Osborne. No, I did not come here for sympathy because I haAC
never felt sorry for myself. I have decided that God needed those

children more than I did, for some reason. There are many people
that have had just as manv tragedies as I have. There are many people
that have liad more than I have. There are many people that are in

worse shape than I was in. And therefore I did not come for sympathy,
I came to try and explain to you that there are people in this country
that try to carry their own weight and they try to carry enough insur-

ance and so forth, but it is just not possible.

An average workingman just cannot buy enough insurance. If you
buy the insurance, why, it is no good. Nine times out of ten, if you
have more insurance policies, then they will not pay, they have clauses
in them.

Senator Hart. Well, you have made clear the consequences that
follow from even single major medical sickness. Difficult as your own
experience was, there was available the group coverage that eased
the situation somewhat.
You made clear the need for all of us to understand before the

illness and the submission of a claim exactly what our insurance does
cover. And j-et that is easier said than done, even if you are a lawyer,
ai^i^arently.

And you have commented on ex]:)eriences Avith hospital personnel
with doctors. It describes in short an experience that we ought to be
able to do ver}- much better.

Mrs. Osborxe. Well, most of the hospitals are understaffed and
undeq>aid, and I am sure that the nurses do the best they can, but
there is a limit to what anyone can do.

And when they are overlooked that much, they have a tendency to
make mistakes, some could be fatal. So there is notliing to do except
stay yourself and try and help.

Alany mothers were not even as old as I was and could not stay.

They had larger families at home. I know in one case in parti(nilar

where a child had leukemia and his mother just could not stay. He
was pitched in a ward, and many, many times I ha^'e o-one back and
checked his transfusions and so forth to see that his fluid was dripping
right and so forth, because the nurses just did not have the time.
Where is all that money going? Xurses are not making it. I don't

know. But I do know that insurance payments are way below the
prices of hospital rooms, doctors, medicine and health care.

Senator Hart. The frustration up here is—^and I am sure it is shared
by eyervone in the room, whoever they are, whatever their role may
be—is that we cannot take this noon recess with the silent conviction
that we are going to fix all of tlie things that vou described.
Mr. OXeary.
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Mr. O'Leary. I have no questions.

]\Ir. Chutmbris. Tlie only comment I have, Mr. Chairman, is that

the Federal Government and Congress have passed so many laws that

have helped in so many areas—hnrricanes, floods and everything else—
but they never have realized the importance of catastrophic insurance,

which Congress is now considering. Such a law would help the people

that may have this catastrophe by taking care of that prol^lem. But the

bill that is pending before Congress at this time does not meet INIiss

Fletcher's problem, as she testified to last month when she was here.

And as Senator Hart indicated, we do not know yet how that prob-

lem is going to be resolved, that type of problem that you had with
your family. We have had three instances of witnesses coming before

us, during the course of these hearin,q-s on liigh hospital costs and the

hearings that we are now holding. It seems that this is one type of

problem that somehow or another Government, industry, everybody
else, must strive to work it out. because of tlie 200 million people in

the United States, the number affected by it is very small in com-
parison to our total population.

"Rut for that particular family, it is an unbearable situation to live

witli. especially when 3'ou feel as though z^ou are helnless to resolve it.

Mrs. Osborne. "Well, this is the way I feel. The richest country in

the world. It is a crying shame that we cannot have the protection.

I think it is a crying shame. As far as automobile insurance, well, you
can replace that automobile. You can replace a house if it is blown
awav, but you cannot replace a life. You miffht have 10 children,

but if one child out of that bunch dies, those other nine nre no<^ <Toing

to take its place. You just cannot replace a life. And if you have a

member of your fauiily that needs medical care, I don't care how poor
you are, or how rich you are, someway, somehow, vou are going to

get the best health care for that person. I personally would, and I

feel like the average person would, and it is a crying shame that the

average person cannot afford it. The richest place in the world.

Senator Hart. Thank you, very much. The committee will recess

and resume at 2 p.m.
(Wliereupon, at 12:45 p.m., the meeting was adjourned to re-

convene at 2 p.m.)

AFTERNOON" SESSION

Senator Hart. The committee will be in order.

This afternoon we are o;oing to have the testimony from vice chair-

man of the board and chairman of the executive committee of the

Mefro]iolitan Life, Mr. Charles A, Siegfried.

Mr. Siegfried?
Mr. SiEGFRTEn. Mr. Chairman, ladies and gentlemen, my name is

Charles A. Siegfried. I am vice chairman of the board of Metro-

politan Life Insurance Co. and chairman of its executive committee.

With me today are two of my Metropolitan colleagues, Mr. Wil-
liam S. Thomas, executive vice president, on my right, and Mr.
Fdwiii B. Lancaster, senior vice president and chief actuary on my left.

Mr. Thomas heads our groun insurance and pensions dei^artment,

and Mr. Lancaster, prior to his current position, was senior vice

president, in charge of home office operations for all indi\ndual insur-

nnce. He is a fellow of the Society of Actuaries and a past president

of that oro-anization.
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I will try to present my statement in abbreviated form so that I
will limit my

Senator Hart. We will order the full statement with accompanied
documents printed in the record.

(The document follows. Testimony resumes on p. 921.)

Statement of Charles A. Siegfried on Behalf of Metropolitan Life Insurance
Co.. Before the Senate Subcommittee on Antitrust and Monopoly—June 6
1972

My name is Charles A. Siegfried. I am Vice-Cliairman of the Board and Chair-
man of the Executive Committee of Metropolitan Life Insurance Company. I
was Chairman of the Health Insurance Association of America ; I served on the
most recent Advisory Committee on Social Security ; and I am a member of the
President's Committee on Health Education. During practically the whole of
my business career, I have been involved with matters pertaining to health,
medical care, and health insurance.
With me today are two of my Metropolitan colleagues, Mr. William S. Thomas,

Executive Vice-President, and Mr. Edwin B. Lancaster, Senior Vice-President
and Chief Actuary. Mr. Thomas heads our Gi-oup Insurance and Pensions Depart-
ment. Mr. Lancaster, prior to his current position, was Senior Vice-President in
charge of Home Office operations for all individual insurance. He is a Fellow
of the Society of Actuaries and past president of that organization.

Metropolitan Life Insurance Company has a deep involvement in the business
of health insurance, and medical expense insurance is a major part of this
business. However, the interest of Metropolitan in matters pertaining to health,
and medical care long antedates its involvement in medical expense insurance.
The company organized a Health and Welfare Department in 1909. and ever since
then has been actively engaged in a variety of activities concerned with problems
associated witli disease and accidents and having an important bearing on the
health and welfare of the people of the United States and Canada. Attached
as Appendix I is a summary of some of the many contributions Metropolitan
has made through its Healtli and Welfare Department.
Hence, while we have an important and extensive business interest in the

subject under consideration, our interest is of a much broader and deeper
nature. We have for many years been seeking good answers to the health and
medical care questions which have been confronting the people of our country
quite apart from any specific business interest.

Over the years, we have sought to be well informed on all lines of thought
bearing on these matters, on all developments which might favorably influence
the health and well-being of the American people. We have tried to keep in
close touch with thought leaders and other persons working in these fields who
had constructive suggestions for improvement. It has been an exceedingly active
field. In this process of keeping informed, and in the experience developed in
the administration of our business, we think we have gained much knowledge
and many valuable insights. On the other hand, we readily acknowledge that
health and medical care and the financing of medical care, and health educa-
tion and related matters, compi-ise a subject of vast scope and complexity. We
are pleased to observe the interest of your Subcommittee, and we are pleased
to be able to share our views and experience with you.

historical background

Discussion of issues relating to health insurance can be more meaningful
if there is an understanding of how it has develoi>ed and of some of the major
principles and influences which have been operating in this development. In
this statement, we shall endeavor to condense what is really a very long and
complex story, and thus shall, in effect, provide just a few highlights. However,
we shall be glad to fill in as many more details as your Subcommittee may wish.
The early beginnings of health insurance date mainly from the early 1930's

in a variety of moves to help individuals deal with the costs of hospital care
find with the costs of surgery. At that time, these were the largest items of
medical expense confronting most people, and bavins: a means of prepaying
such expenses or insuring against their occurrence bad strong api>eal. This also
had appeal to hospitals and nh.vsicians who, in the absence of such a mecha-
ism, shared the financial problems of their patients and their families. The
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jrrowing need for such a mechanisni may also be attributed to a growing re-

liance on surgical procedures and on the utilization of hospitals. It is in-

structive to recognize that from the outset the problems we are considering

stemmed from a mixture of developments related to science, medical technology
and practice, changing patterns of social life and behavior, and changes in the

economy.
Also noteworthy is the fact that important differences of viewpoint and outlook

developed very early, and these have had signiificant influences on what followed.

These relate to differences in the agencies and organizations created to provide
protection. The Blue Cross-Blue Shield organizations, on the one hand, were
provider-oriented and emphasized service benefits. Their concept was one of

prepayment and emphasized first-dollar coverage.
Insurance companies, on the other hand, adopted concepts associated with

risk-sharing and payment of specified dollar benefits upon the happening of

certain contingencies. Generally speaking, insurance companies tried to move
away from first-dollar coverage by utilizing deductibles and coinsurance and
to emphasize coverage for the more severe cases rather than the more minor ones
as measured by costs. Our view has always been that it was fortunate that there
were these various, different approaches. We felt the field was so large and the
problems so complex there was room for a variety of different approaches.
Over the years, intense competition has prevailed among the various plans

and concepts. In the process, many different ideas liave been tested. Partly be-

cause of this competition, partly because of growth in medical science, partly

because of consumer desires and pressures, and partly because of infiation, there

has been a vast growth in health insurance and prepayment plans. Surveys indi-

cate that over 170 million people have some form of coverage. We think this has
been commendable, instructive, and that it has fostered sound growth and
development.
There are still strongly held differences of view as to what are the most

desirable characteristics of medical expense plans. Tliese differences exist among
consumers, among providers of services, and among insurance companies and
other institutions providing coverage. Considering the magnitude of the issues,

this is a healthy .situation. We are still in the learning process.

Many people favor comprehensive coverage with emphasis on adequate benefits

for the more severe cases. However, the variety of medical services is grent.

and many practical choices and options and alternatives are available as con-

sumers consider what best fits their nee<ls and circumstances.
For example, some people prefer the convenience of coverage that pays all or

nearly all of the costs in even the least severe cases and forego coverage or take

more limited coverage for the more severe cases. Some may prefer more coverage

for hospital confinement cases and forego coverage of expenses for certain items

such as drugs, home nursing care or physicians' visits outside a hospital. These
are just brief indications of how variations in plans came about.

Certain items of medical expense have proved to be diflScult to prepay or insure

on a completely satisfactory liasis. Included in these are treatment of mental
illness, dental work, private duty nursing, care that borders on custodial care,

particularly of the elderly, etc. These are problem areas because they contribute

to make the cost of a plan unattractive, because the existence of the plan seems
to encourage excessive utilization—at lea.st as measured by utilization in tbe

absence of coverage—and because of a variety of technical and administrative

problems.
Still another asi^ect on which views differ has to do with the basis of dealing

with individuals and groups having different risk characteristics and, conse-

quently, presenting different levels of cost. Some people have favored "community
rating," i.e.. all persons in the same community pay the same rate. Others fnvor

a principle of classification of risks, and. consequently, a basis of premiums whicli

varies the premium according to the class of the risk. Under this approach, people

presenting the same risk characteristics pay the same premiums.
In mutual insurance operations, a further principle applies, that is. if actual

experience reveals that the premium initially charged is higher than the cost

actually realized, then the excess is returnable as a dividend. Generally speak-

ing, the insurance buyer desires to have his costs commensurate with his risk.

This requires that care be exercised to evaluate and classify risks in accordance

with appropriate underwriting procedures. This process has a collateral advan-

tage of providing an incentive to individuals and groups to do those things which

will contribute to improve their risk characteristics. In many cases, attention to

sound underwriting has resulted in favorable cost experience, which in turn
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made possible the purchase of a broader form of coverage than was taken out

initially. Tlie process thus has operated to extend the scope of coverage and pave
the way for advances that might not otherwise have occurred.

During the last two decades or so—as medical expense insurance has been
advancing—not only have consumers had a highly influential voice in the con-

struction of plans, but insurance companies have diligently sought to keep in-

formed on all aspects of the activities and thinking of the providers.

DIFFERENCES BETWEEN INDIVIDUAL HEALTH INSURANCE AND GROUP HEALTH
INSURANCE

A discussion of health insurance requires also an understanding of the different

characteristics of individual insurance and group. As the name implies, indi-

vidual insurance refers to policies covering a single individual or an individual

and his family. Group insurance is insurance covering a number of persons,

usually the employees of an employer or the members of a union or an associa-

tion, etc.

The group approach involves certain economies that favorably affect costs.

For example, premiums are paid on a bulk basis, generally less selling effort is

required, less underwriting effort is required and, particularly on employer-
employee group plans, the employer performs certain administrative functions

that must be performed by the insurance company under an individual policy.

There is much unjustifiable criticism of individual health insurance because
the administrative costs appear high when expressed as a percentage of the
premiums, as compared with the correspondence percentages under group policies.

Usually these comparisons are made with large group policies where the advan-
tages of bulk administration are relatively more significant. As the size of the
group diminishes, the difference in cost, of course, narrows.
An important cost of any plan is the cost associated with establishing it in

the first instance. This includes the costs of the selling activities as well as the
underwriting costs, issuance of the policy, establishing the basic records, etc.

Over the years, these costs have a diminishing impact on total costs. However
much of the individual medical expense insurance is relatively new, and hence
the initial costs are still an important factor.

Discussions of the cost of individual insurance frequently seem to ignore the
unusual factors that have been experienced which unavoidably contribute to

higher costs for this type of insurance. Among these are (1) the changing con-
sumer views which lead to a desire to change policies relatively frequently ; and
(2) the increases in basic costs because of increases in the utilization of medical
services as well as increases in the level of cost of such services.

Metropolitan's vieivs as to ivhether or not commercial accident and health
insurance companies are returning a sufficient amount of the (a) individual
accident and health insurance, and (&) group accident and health insurance
premium dollar in benefits to consumers.
A prime objective of our business is to make insurance available on a basis

which is attractive and satisfactory to our customers and ot acceptable costs.

The cost of insurance is the composite of the cost of the benefits that are pay-
iible plus the cost of administration plus the cost of taxes. As a mutual company,
we do not produce a profit for stockholders or any other persons.
The cost of administration must provide for such items of expenses as (1)

the cost of sales and underwriting, and placing the plan in effect, including the
issuance of policy forms and the establishment of basic records; (2) the cost
of collection of premiums from time to time : (3) the cost of payment of claims

;

(4) the cost of research and analytical studies; (5) the cost of risk taking, i.e.,

the charge to cover losses where the experience is unexpectedly unfavorable,
and the costs of other unforeseen contingencies.

Information has been provided to your subcommitee showing the level of these
costs for a variety of different types of plans.
The forces of competition and our business objectives exert a powerful force

compelling us to keep costs as low as compatible with our obligations for proper
service and maintenance of solvency. The facts of life are that medical expense
insui-ance has been an exceedingly difficult business from a cost viewpoint be-
cause almost all factors in recent years have had adverse influences cost-wise

—

tlie evolving character of the l)usiness reflecting as it has rapid changes in medi-
cal practices and consumer desires, the inflationary conditions of our economy,
changing patterns of consumer utilization of medical services leading to a stead-
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ily increasing volume of utilization, and the ever-expanding scope of the medical
expenses covered.
We believe our level of expenses is explainable, reasonable, and justifiable,

but naturally we also believe they warrant continuing scrutiny. We can assure
you that this scrutiny is searching, detailed, continuing, and productive. It in-

volves not only the efforts of our own people, but our customers are demanding
and we respond to their desires for accountability in many different and produc-
tive ways. While some feel costs are ah'eady liigh, there is evidence that some-
what higher costs might well be warranted to support additional statistical and
research activities. Also, attention is called to the fact that deficits have l)een

incurred in a variety of sectors of our medical expense business indicating that
higher charges may be needed. This is mentioned, in part, to dispel the impres-
sion some people seem to have that medical expense insurance has been a busi-

ness that is profitable or that it helps support other linos of insurance.
We do not claim that Metropolitan is unique in seeking wa.ys to reduce the

cost of medical expense insurance, but we can assure you that cost control is a
major matter of concern. In the competitive environment in which we operate,
it must be. It does involve a complex interplay of somewhat conflicting forces.

Balance must be determined between attention to claim costs and the costs of
doing those things that can reduce claim costs. Medical expense insurance is a
service business, and good balance must be found between the quality of accepta-
ble service and acceptable costs. We think we have been finding these acceptable
balances, and we think our customers are being satisfied. It is, of course, a never-
ending process.
What has Metropolitan Done to Control the Cost of Medical Care of Persons

Insured Under Metropolitan Contracts f

In tlie beginning, it appeared appropriate that an insurance company should
be careful not to inject itself improperly into the many decisions related to the
need for medical care, to choices among various kinds of services, etc. It was
felt these were matters for the professionals and for the consumers. This atti-

tude seemed appropriate, partly because in most matters of this kind there
seemed to be no clear-cut right answers, and it was questionable whether the
knowledge of insurance personnel and their ability to form sound judgments
and decisions would be sufficiently more reliable than the parties directl.v in-

volved to warrant any attempt at intervention. These matters involve the selec-

tion of physicians and hospitals, whether to seek treatment in a hospital or else-

where, whether to seek a longer or shorter period of ho.spital confinement,
etc., etc.

As our experience increased, we have expanded our activities, seeking to as-

certain a helpful role working with consumers (our insureds) and the providers
of services.

At a very early stage in the development of medical expense insurance. !Metro-

politan recognized that the design of the insurance could infiuence utilization

of medical services and, consequently, costs of the insurance and the total costs

of medical care. Because of concern on this account, w^e favored insurance which
did not operate to influence improperly the choice of medical services selected.

In particular, we designed coverage that would not require hospitalization, with
its attendant co.sts, to be reimbursed for services that could be provided outside
a hospital. This led to our early development and endorsement of comprehensive
insurance. We believe we were the first major underwriter of comprehensive
insurance. We were among the first to underwrite major medical insurance,
emphasizing coverage for the severe cases and utilizing deductibles and coin-

surance to make the insurance more effective for the more severe cases.

There is attached as Appendix II a statement describing in more detail Metro-
politan's activities aimed at controlling the costs of medical expense insurance
and making coverage more effective. They have been considerable. Our experi-
ence gives us confidence that we have acted responsibly. We have solid accom-
plishments, we have advanced understanding, and we have laid a basis for
improvements in the period ahead. Very briefly, this record encompasses the
development of plans of great effectiveness, a broad variety of moves to accom-
modate to the views and desires of many different t.vpes of consumers, a great
amount of attention to the views and proI)lems of providers of services, and a
great deal of effort to reduce paper work, to promote efficiency in administra-
tion, to encourage good health and safety behavior and, overall, to w^ork toward
more effective measures for dealing with liealth and medical care problems. We
in Metropolitan think we have an enviable record.



907

metropolitan's view as to desirable changes in the period ahead

"We tbiuk tlie record of growth and development of medical expense insurance
is a record of high achievement. This reflects commendably not only on insurers,

but on the segments of the public which have sought more and better plans, and
on the widespread cooperation of the providers of medical care.

We are, nevertheless, mindful that as a nation we have a variety of vexatious
health and medical care problems. We have worked with our industry colleagues
in studying these matters and trying to find ways and means for effecting im-
provements. Our thoughts are contained in a broad-scale program called "Pro-
gram for Healthcare in the 1970's." This is basically the same as the program
contained in H.R. 4349 sponsored by Congressman Burleson and others in the
House, and in S. 1490 sponsored by Senator Mclntyre and others in the Senate.

This program undertakes to deal with the major issues currently affecting the
health care scene: the problems of the poor, the near-poor, the uninsurables,
catastrophic cases, etc. On the other hand, it endeavors to be realistic—it does
not purport to be a panacea to resolve every conceivable issue that affects the
incredibl.v complex total situation. We think it is the right program for this
time. We think it would be a great step forward and woiild move to a
position from which further advances can be made at some time in the future.
if they are so indicated. It builds on current strengths and does not wipe away
the many aspects of the current situation which are strong and which are
functioning in a creditable fashion.

SHOULD accident AND HEALTH INSURANCE POLICIES BE STANDARDIZED BY
REGULATION ?

The apparent simplicity and efficiency of standardization has appeal. How-
ever, there are many facets to health insurance which involve questions on
which there are widely differing views. It would be exceedingly difficult to
achieve "standardization" except arbitrarily and at substantial risk that the
standardized form did not represent really the best answer. Standai"dization op-
erates to make innovation, experimentation, and change more difficult, and yet
at this stage of the development we do not have final answers and need the op-
portunity to learn through variation to improve.
The "Program for Healthcare in the 1970's"—by establishing a pattern of

mihimum benefits for plans entitled to the maximum allowable deduction for tax
purposes—moves as far toward a greater degree of uniformitv as seems desirable
at this stage.

SHOULD ACCIDENT AND HEALTH RATES BE REGULATED?

Currently, there is already an extensive degree of rules and regulations con-
cerning various aspects of health insurance rates.
The cost of health insurance is largely determined by the cost of the medical

care services covered and by the rates of utilization of covered services. Reg-
ulation can be injected into the picture in a variety of ways, and there is little

doubt it would alter costs and practices and behavior in a variety of ways. It is
more difficult to be sure that moves toward more regulation would really be ad-
vantageous to the great mass of people. There are still too many variables and
there are still too many unknowns to give us confidence that apparent short-
range efforts to reduce costs will result in the most desirable situation overall.

Here, again, we believe the approach of the "Program for Healthcare in the
1970's" is most likely to provide information and experience for which longer
range moves can be considered.

SUMMARY

1. Health, medical care, and the matter of medical expense insurance involves
a broad and complex mixture of human, technological, and business problems.

2. There are many different views as to how these matters should be dealt
with in the balanced best interests of consumers, providers, those paying the
costs, and the pulilic at large.

3. Substantial and continuing progi-ess has characterized the many develop-
ments that have occurred in a relatively short span of years.

4. Metropolitan has been a leader in these developments—in developing effc-
tive plans of insurance, in engaging in a gi-eat variety of activities aimed at
improving health and safety and the operation of insurance against medical
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ciire costs, and in endeavoring to make insurance available at fair and appro-

priate costs.
."). Reducing the cost of medical expense insurance involves the judicious util-

ization of numerous potentials : health education, improvement in the organiza-

tion and use of medical care facilities and personnel, cooperation among the

numerous groups working in the field, improvement in the handling of adminis-

trative actions. ]Much also depends on the general economic, political, and busi-

ness climate in which insurance is permitted to operate.

6. Metropolitan believes that the public interest would be well served if Con-

gress enacted the measures contained in H.R. 4349 and S. 1490. Highly significant

is the fiict that these measures are comprehensive and deal constructively with

the major matters of current concern, and they are aimed at building on ex-

i.sting strengths.

Appendix I

metropolitan's health and welfare program 1909-1072

Today, American business is actively engaged in demonstrating its social

responsibility. Job training for the disadvantaged, capital investments in develop-

ing industries in slum areas, and control or prevention of environmental pollution

are some examples. For Metropolitan, these programs fit readily into a long-

established policy which can be dated back to 1909. At that time, we announced

to the world that "Insurance, not merely as a business proposition but as a social

program will be the future policy of the Company."
The factors which led to this innovative decision have been amply described

l>y Mnrquis Jams ^ and Dr. Louis Dublin " in their histories of the Company.
In tho.se early years of the century, the causes of many prevalent communicable

diseases—tuberculosis, pneumonia, infectuious diseases of childhood—were
I)eginniiig to be discovered. Communities and states were creating public health

departmetns to apply preventive measures, such as environmetnal sanitation,

infant care, case finding and immunization. Many of our policyholders were
immigrants who lived under wretched housing conditions similar to those found
in ghetto areas today. They new little about protecting or improving their health,

even when they had the means to do so. In 1909, the life expectancy of our In-

dustrial policyholders was lower than that of the nation's population as a whole.

These conditions influenced the Company's policy decision and led to the estab-

lishment of the Welfare (later Health and Welfare) Division with the following

objectives

:

1. Through education, to prevent unnecessary sickness and premature death.

2. To encourage Metropolitan Agents visiting the homes of policyholders
weekly to become a valuable body of health messengers.

3. To extend cooperation to health officials and welfare organizations in health
promotion.

4. To encourage constructive health legislation and adequate appropriations
for hen 1th work locally and nationally.

r>. By demonstration, surveys, and research, to open up new avenues of di.sease

prevention and to confirm and apply in practical ways discoveries in preventive
medicine.
Today, these goals which stress prevention have special pertinence.

health education

The cornerstone of this program has been health education. Tuberculosis was
the most feared of all diseases at the time the Company started its new program.
By tlip summer of 1909. an illustrated pamphlet entitled a War T'pon Con-
sumption had been printed. The contents gave advice on the prevention of the
disease not only in English, but in Swedish. Polish. French, German, Italian, and
other languages used by major American immiarant groups, and the Com-
pany's 10.000 Agents took an active part in distributing the pamphlet. In ful-

fillment of the second goal, this involvement of the Company's Agents in the pro-
gram was a unique community service. Their "health messenger" role provided

' "Tlif Mf'ropnlitnn Lifo—A Stnrty in Businpss Growtli, New York, 1947.
2 A Family of Thirty Million, New York, 1943.
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health information to families cut off from any other source of authentic health

information.
In the years that followed the publication of A War T'pon Consumption, one

pamphlet after another appeared to spread information about the most prevalent
diseases of the times. When new health discoveries were made. Metropolitan
pamphlets were issued to tell the public about them. Our health and safety
pamphlets have been used by public and private health agencies in numerous
disease and accident prevention campaigns. Specific materials have been prepared
to meet the particular needs of school children, classroom teacJiers, and school
administrators. Outstanding among these are the classic Health Heroes Series,

biographies of famous men and women who have contributed to science and public
health—Pasteur. Curie, Reed, Nightingale.
The Company has distributed nearly two billion pamphlets since 1909. In 1971,

more than 12 million pieces were distributed. Most of the 90.900 mail iiKjuiries

we receive annually are for booklets on almost every conceivable heatlh subject.
The Metropolitan pioneered in health education via radio and has produced

many motion pictures, fllmstrips, exhibits, and displays over the yeax'S. Health
and safety exhibits and special display materials are shown at meetings of
medical, educational, and health organizations. Accident prevention, weighf con-
trol and physical fiitness, mental health, and child care are some of the past
and current subjects of films. Our films reach a substantial audience—community
group showing and commercial theaters and television. Last year, we had some
28,000 showings to audiences totaling more than five million persons.
Our health eduction materials are accepted as public service broadcasting on

television and radio.

Volunteer blood donations, community ambulance services and the vital role
the.v play in emergency medical care and transportation, the puri^oses and bene-
fits of good day care centers, and the importance of adequate nutrition are among
subjects featured currently in our television and radio one-minute spots. Esti-
mated audiences for each spot, range, depending on the subject matter, from 29
million to more than 57 million persons.
For years, the Company's advertising has been devoted to health and safety

subjects.

One example of health advertising was the Rubella (German measles) vac-
cination ad run in national magazines in 1970 and 1971. This ad supported a
nationwide campaign to immunize all children between one year of age and
puberty against German measles. Although this is a relatively harmless disease
of children, women who are infected in the early months of pregnancy are at
high risk of delivering a dead or a defective child. During an epidemic in 1984.
about 20,000 children were born with serious impairment of heart, hearing or
sight. The Federal Department of Health, Education, and Welfare reprinted
the ad at their own expense for distribution to state and municipal health
agencies.
New ads in 1971 have drawn and continue to draw unusually large responses

from the public. One was entitled "A Junkie's Parents Shouldn't Be The Last
To Know" and offered To Parents/About Drugs. Another. "Scott Isn't Stupid.
But It Took A Smart Teacher To Recognize It." highlighted children's learning
disabilities and offered our film. Looking at Children and its accompanying pub-
lications. Other ads in 1971 dealt with the Company's historic interest in dis-
ease prevention, with .specific attention to diphtheria, tuberculosis and venereal
disease.

The Company has won the Saturday Review top award for "distinguished
advertising in the public interest" 13 times in the past 14 years. In 1971, Metro-
politan won an additional award in the corporate campaigTi category.

'

HEALTH AND WELFARE TODAY

Prevention of illness, disability and accidents through knowledge and ap-
propriate action was a cardinal objective in the founding of the Health and
Welfare prograan and has been consistently pursued ever since. It assumes in-
creased significance in the present era of rising expectations for medical care,
health manpower shortages, and skyrocketing hospital and medical costs.
Today, the emphasis on consumer education and protection gives added im-

petus to programs that call attention to effective health and safety practicesNow perhaps more than ever before the individual must learn how to use the
resources of modern medical science effectively and efficientlv. He must be helped
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to acquire a greater sense of personal responsibility for his health and to change

many of his living habits in order to enhance his chances for a long and healthy

life.

"

Our Company thus is in the vanguard of this new emphasis on health educa-

tion. Today, there are seven important subjects which occupy our educational

efforts.

/. Healthy environment

Currently, there is intense public interest in cleaning up the environunent, and

many businesses are attempting to make a positive contribution. Metropolitan is

not a newcomer in this Held. Five years ago. Health and Welfare Division pro-

duced two informational pamphlets—one on air pollution and the other on water

pollution. These have been mainly used by schools and community groups.

However, it was thought that the Company might be more active in other mean-
ingful and helpful ways.

Thus, last October, the Department of Urban Affairs was reorganized to be-

come the Department of Urban and Environmental Affairs and, since then,

has been examining the problem jointly with Health and Welfare to determine

what Metropolitan can do in the environmental field. To this end. Health and
Welfare Division sponsored in December 1970 a confei-ence of environmental

.specialists from universities, government and industry. While no specific courses

of action were recommended, there was a consensus that the public needs a

great deal of information about the complexities of environmental problems in

order to understand the social, economic and health "trade-offs" inherent in

the solutions to these problems. As a result, Health and Welfare is now devel-

oping a program that will be suitable for introduction into the curricula of

secondary schools to develop a deepening awareness of the complixity and per-

sonal significance of environmental problems, with emphasis on the multiple

factors involved in decision-making and the possible consequences of choices.

2. Drug abuse

The misuse of drugs, including narcotics, formerly considered a problem of

the ghetto, has spread into all strata of society and is particularly acute among
youth in secondary schools and colleges. The response to the Company's Speed
Kills ad in 1970 clearly indicated that the public expects Metropolitan to as-

sume a leadership position in the campaign againse drug abuse. Further,

many of the Company's representatives are being asked for materials and help

in fighting the drug problem.
A general information booklet, To Parents About Drugs, directed to parents,

teachers, clergymen, personnel supervisors and others in a counseling capacity,

was released in October 1970 and 1.8 million copies have been distributed. A
companion pamphlet. To Young Teens on Druggism, is being distributed to

secondary schools for classroom use. Nearly one million copies have been dis-

tributed since September 1971. The emphasis of these materials is on pre-

vention.
Employers, on the other hand, have to face the problem of drug abuse

among employees. To respond to this, the Company in December 1970 co-

sponsored with the American Social Health Association a conference of medical
directors of large corporations in the New York City area. The proceedings,

which reveal many valuable approaches to the problem as derived from actual

experience, have been published luider the title Drug Abuse in Industry.

3. Health observation of school children

A project completed by the Division in 1968 was a 24-minute color film Look-
ing at Children which illustrates clues to health problems of school-age children.

Conditions shown and discussed range from common infectious diseases to

perceptual prol)lems and chronic illness.

Looking at Children was produced under the direction of the professional staff

of the Health and Welfare Division with the assistance of New York Hospital-

Cornell Medical Center and the Ossining, New York public schools. All health
conditions shown are real. No actors have been used.

The film is intended to help teachers, nurses, health aides, parents and others

concerned with children to understand the health problems of children, be

more alert to early signs of illness and defects, and improve their own skills

in observing children. It should help to strengthen communications among
parents, teachers and health personnel. It is suppoi-ted with two supplementary
reference booklets—one for teachers entitled. Looking for Health and an-

other for parents, Watching Your Child's Health.
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Looking at Children has special significance today when the shortage of phys-
icans and other health professionals has led to increasingly more effective use
of allied health workers. The film and its supplementary printed materials
replace the Metropolitan filmstrip, Teacher Observations of School Children and
the booklet, What Teachers See, which have been useful guides to educators
for more than a quarter of a century. The Company's concern with health serv-
ices for children dates back to the early 1930's. At that time the Company fi-

nanced a study of causes for success and failure in detecting and correcting
health problems disovered through medial checkups in the New York City
public schools. The findings, which were of nationwide interest, led to the
Astoria School Health Study in New York City, also supported by the Company.
Among the effective practices demonstrated here was that the classroom teach-
er proved to be the key person in the detection of childhood health problems.

Looking at Children is now widely used not only in schools but also by colleges
of education. A French-language version of the film has been produced for use
in Canada. Looking at Children received The Chris Airard for excellence in pro-
duction at the Columbus, Ohio, Film Festival, and was a runner-up in the Ameri-
can Film Festival. Promotion in the Company's 1971 ad campaign on TV and
in magazines has brought an overwhelming response.

4. Day care

Another problem of industry is that of freeing mothers from the respon-
sibility of full-time care of small children in order that these women may be
gainfully employed. Day care centers provide an answer but not a simple one.
The health and education of the child must be provided for. Children between
six mouths and six yeai's of age are in a critical period of development and
day care centers must have optimum facilities to promote healthy growth
and the learning skills and cognitive al)ilities which the child will use the rest

of his life. The Health and AVelfare Division and the Department of Urban
Aifairs have been studying for the last four years the day care situation and
have accumulated considerable knowledge on the subject. One result is a Health
tind Welfare publication. Industry's Share in Day Care, which contains essential
information needed by any employer contemplating the establishment or support
of a day care center. The publication is being distributed to executives of key
^Metropolitan Group-insured companies and other carefully selected audiences.

5. Weight control and physical fitness

A Song of Arthur, our current weight control film, is a 21-minute sound and
color production and is the first musical health education film. It marks a
milestone in our continuing program to accentuate the need for proper nutri-
tion, diet, and exercise in order to live a longer, healthier life. The film and its

discussion guide are available to community organizations, professional associa-
tions, service clubs, health agencies, high school and college groups, and others
professionally and personally concerned with the subjects of fitness and health;
A Song of Arthur was awarded a gold medal at the International Film and

TV Festival of New York, where it placed first in the category of health and
nutrition. The entertainment aspect of the film makes it appropriate for com-
mercial theaters and television showings. Bookings for the film have been
very heavy. JMore than 18 million people have seen it since it was introduced
in 1967. three million in 1971. This number includes TV viewers.

6. Accident prevention

As accidents have become a major cause of death and disability, trauma preven-
tion, the promotion of safety, and the improvement of emergency medical serv-
ices have been given special attention by Metropolitan Life. In cooperation with
the American College of Surgeons, the American Medical Association, the Ameri-
can Academy of Pediatrics, the National Safety Council, and the U.S. Public
Health Service, we have been endeavoring to stimulate communities and their
leaders to review problems and needs in proper handling of medical emergencies.
Planning to prevent emergencies and avoiding panic through knowing what to
do when an emergency occurs are the two guiding jn-inciples of our action
program.
For use in the :Medical Emergency Information program. Health and Welfare

developed a packet containing a selection of our publications that offer sugges-
tions for planning to prevent emergencies and telling what to do if an emergency
occurs. These are tailored to individual community resources and needs. A listing
is also provided showing local emergency and health resources with their location,
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telephone numbers and other relevant details. This information is obtained with

the cooperation of the local medical society and other community services. Gath-

ering it has the incidental advantage of revealing gaps in community emergency

services that may be closed by the efforts of concerned citizens.

The Medical Emergencv Information program was introduced first in the

rapidly-growing Seattle area in 1967. To date, the program has reached tens of

thousands of homes in all sections of the U.S.

Metropolitan has been associated with the development and promotion of

poison control centers in the U.S. since 19.">-^. when one of the Company's iledical

Directors (now Vice-President and Chief Medical Director) serving as Chairman

of the Committee on Accident Prevention of the American Academy of Pedi-

atrics, was instrumental in establishing the first one in Chicago. In this capacity

(and later as President of the Academy), he helped to e.stablish the National

Clearinghouse for Poison Control Centers in the Department of Health. Educa-

tion and Welfare. He also led the fight to set the first standard for paint to

miinmize the lead poison hazard to children and contributed to many other

child accident prevention programs.

The Company in 1960 established the first award for outstanding researcli on

accident prevention. This was the first time that such recognition was given

to research effort in this field. Administered by the National Safety Council, the

award's purpose is to encourage investigation of safety problems and to evaluate

on-going programs. The Company has contributed $55,000 since the program

was established.

7. MeMcal research

Our health education efforts have been solidly based on scientific research,

some of which has been conducted by the medical staff of Metropolitan Life

(partial bibliography attached). For example, the detection of coronary heart

disease in its asymptomatic stage is one of the most important problems in

medicine. Pioneer work in tliis field was done by one of the Metropolitan's

Medical Directors who developed and standardized new procedures which provide

more significant criteria for the interpretation of electrocardiographic changes

associated with exercise. These criteria have been validated by a .series of

follow-up studies made in the Metropolitan's Statistical Bureau, and are now
bieng widely used by clinicians and cardiologists.

Metropolitan was among the first health agencies to apply automated blood

chemistry analvsis to the periodic health examinations given to its employees.

The primary aim in using this for a healthy population was to determine whether

the biochemical profiles would facilitate early diagnosis, treatment and preven-

tion of illness. Secondary objectives were to evaluate the usefulness of l)iochemi-

cal profiles in underwriting and to gain experience in bioengineering technology.

Three reports on our experience appear in the Statistical Bulletins for December
1969, .January 1971 and September 1971.

The Company has published the monthly Statistical Bulletin of infoinnative

data growing out of its mortality and morbidity experience since 1920. This

periodical is distributed on request throughout the world and is extensively cited

in scholarly research and the public press. Particular attention is given to the

presentation of facts which would provide a solid basis for life conservation

programs. There is also an effort made to indicate what yet remains to be done

in the prevention of sickness, premature death, and accidental injury and to sug-

gest fields for further research.

This brief and incomplete review of Metropolitan Life programs for consumer

health education, medical research, accident prevention, and related public

health objectives illustrates the Company's long-standing commitment to efforts

to improve the health and well-being of the American people.

We believe that the programs we have described set the Company apart from

any other insurance company. We believe that the need to demonstrate social

responsibility is one of the major challenges which business faces in the future.

FINANCIAL CONTRIBUTIONS TO PUBLIC HEALTH

While the Company's contributions of funds to other organizations for health

programs has been modest compared to such Foundations as Rockefeller or Ford,

nevertheless, some grants have re.sulted in significant advances in public health.

In 1915, the Company asked : "Is it possible for a typical American community
to prove to the world that a large proportion of the sickness and deaths from

tuberculosis is preventable?" The National Tuberculosis Association was asked
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to investigate this possibility, and the Company offered financial support for
the project in the community of Framingham, Massachusetts, which then num-
bered 17,000 persons.
The Framingham Demonstration proved that by putting to use the knowledge

available at that time of how to diagnose, prevent, and treat tuberculosis, a
community could control this deadly disease. During the seven-year program,
tuberculosis deaths per 100,000 of population dropped from an earlier average
of 121 to 38.2 in 1923 ! Many other towns and cities in this country and through-
out the world successfully followed this example. Today, textbooks still point to

the Framingham Demonstration as a model public health achievement.
The Company also contributed to the fight against infiuenza. The flu epidemic

of 1918-1919 took the lives of 83.000 Metropolitan policyholders, far more than
the American death toll in World War I. In 1919, having found the epidemic
costly in lives and claims, the Company organized an Infiuenza-Pneumonia
Commission composed of specialists in those diseases under the chairmanship
of Dr. Milton J. Rosenau of Harvard. For 25 years this Commission financed
fruitful studies of the causes and effective treatment of respiratory diseases.
More than $586,000 was spent by the Commission in this period of time on re-

search projects. One project which improved the treatment of pneumonia
achieved a reduction in our pneumonia death claims in one year great enough
to offset the entire sum spent on the Influenza-Pneumonia Commission.

In 1945, the Company took the lead in establishing the Life Insurance Medi-
cal Research Fund. This Fund furnished financial assistance to educate scien-

tists and provided grants in aid for medical research. The money was derived
from contributions totaling about $1.5 million annually from some 150 Life insur-
ance companies. Metropolitan's contribution was $150,000 annually. In 1970, it

was decided that the Fund should be inactivated because there was a greater
need for financial support of experiments in delivery of health care to improve
quality, obtain better distribution and restrain rising costs. The collaborating
companies believed they could respond to this need by direct contributions, and a
central fund was no longer needed. Hence, the Fund will be phased out by 1975.
During the 25 years of existence, it dispensed about $25 million to assist medical
research and education.
Metropolitan has contributed $100,000 annually since 19li8 to Washington

University to support a demonstration in the delivery of medical care. This
consists of a five-year study of the experience of an ambulatory group practice
unit at the Washington University-Barnes Hospital Medical School. This program
is probably the first in the nation to provide a well-designed and controlled re-

search study of the effect of ambulatory and preventive care on the rate of
hospitalization by enroUees in a prepaid service program. This will be compared
with families receiving care from traditional sources.

Data from the first 12 months of service have recently become available. The
sample group of some 310 families, totaling about 1,200 individuals, includes a
niuuber of employees of Metropolitan Life Insurance Company in the St. Louis
area. A control group consisting of an equal number of carefully matched fam-
ilies which continued to secure medical care as they have in the past, will pro-

vide comparative data. Studies from this program should clarify the relation-

ship of a full spectrum of ambulatory health services as the infiuence the utiliza-

tion of in-hospital days. Insufl5cient time has elapsed to demonstrate any actual
cost savings. However, as we had anticipated, there is strong evidence that pro-

grams providing ambulatory care, especially embodying preventive health fea-

tures, tend to utilize in-hopsital service to an appreciably lower degree. This
reduction in hospital admissions has been particularly noticeable among children.
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Diabetes
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significance and prevention. Exhibit, AMA Meeting, June 1960

Appendix II

1. ACTIVITIES OF METROPOLITAN LIFE WHICH SERVE TO CONTAIN THE RISING COST
OF HEALTH CARE

The I'apid rise of health care costs in recent years has been caused by a multi-
tude of interrelated factors. The increase has been particularly steep in the cost
of hospital care, which accounts for about a third of consumers' total medical care
expenditures. This increase reflects rising construction costs, increasing prices
for goods and services which the hospitals must buy, and greatly increased
labor costs. These represent about two-thirds of hospitals' total expenditures.
In the past few years there has been a sharp upward adjustment of traditionally
low hospital pay rates, to bring them more into line with community wage levels.

Introduction of new, specialized types of equipment has also required the em-
ployment of more, and more highly trained, personnel, thereby boosting labor
costs still further.
Rapid technological advances have radically changed medical care, both in and

out of hospitals, making it more effective but also more expensive. Growing
awareness of the accomplishments of medical science and heightened public
expectations regarding its benefits have undoubtedly stimulated the demand
for hospital and medical services. Increased utilization has increased total ex-
penditures. Not only are individuals purchasing more services, but they are
frequently purchasing more expensive types of care—treatment in hospitals
rather than at home, visits to specialists rather than to general practitioners.
Such forces leading to higher prices and increased expenditures for health

care are largely beyond the conti-ol of an individual private insurance company.
Indeed, on balance such developments are desirable and are evidence of tlie

vigor of our health care delivery system. The greatest single factor in the
infiation of health care costs in recent years—the tremendous increase in effective
demand for health care introduced by the additional financing supplied by Medi-
care and Medicaid without corresponding efforts to increase the supply of serv-
ices—was certainly beyond the control of the private health insurance industry.

Metropolitan life has been active, however, in the fight to secure the most
economical use of the health care dollar on many fronts where its efforts can be
effective. Several of these activities antedate the cries of alarm of individuals
newly arrived on the scene who apparently have only recently become aware of
the problem. Anti-trust constraints preclude joint actions which might be taken by
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insurance companies to control costs. However, to the extent legally permissible,

the Company has worked with others in the industry to improve the health

care delivery system and secure more rational, economical use of resources.

Examples of such joint actions will be mentioned in the description below of

activities of Metropolitan Life which serve to contain the rising cost of health

care.

Claims revietv

The most direct influence on the price of health care goods and services which
can be exerted by an insurance company is in careful review of claims. Claims
submitted under contracts which cover "reasonable, necessary, and customary"
charges yield considerable information on trends in the cost and use of medical
care. With data based on a large volume of claims arising from the day-to-day
practice of medicine, an insurance carrier is in a position to identify and in-

vestigate charges or instances of uitlization which are out of line with prevailing

patterns. This may be best illustrated by a description of our group health
claims methods and procedures.

Metropolitan has developed many procedures to insure that expenses recog-

nized for benefit purposes are reasonable, customary and medically necessary.

This has involved establishing guidelines for determining reasonable and cus-

tomary charge levels and the development of claims personnel proficient in the
detection of improper utilization of hospital and medical services. Our tech-

niques have evolved over a period of many years and are based upon actual
experience and the professional judgment of our Medical Division.

All personnel involved in payment processing of medical expense claims under-
go an extensive training program in order to develop a knowledge of anatomy
and physiology and be made aware of the normal extent of treatment required for
an injury or illness and of the acceptable charges for such health care services.

Graduated payment approval limits have been established to ensure a review of
the larger claim payments by personnel of greater experience and qualifications
who can more readily recognize those instances of possible unnecessary utiliza-

tion or excessive charges by medical care providers.
fJur general approach to the determination of reasonable and customary fees

of physicians is based upon what the individual physician usually charges for
medical services in his regular practice and also the distribution or spread of
medical fees that we have observed in the particular area. We have for these pur-
poses maintained physicians' profiles for many thousands of doctors, in which
we have accumulated data on physicians' charges.

In recent years the Metropolitan has transferred large portions of its claim
operations onto electronic data proeessmg systems, which has enhanced our
ability to accumulate large volumes of physician charge data. Periodically, the
current data in the physicians' profiles are analyzed by geographical area and for
each procedure, percentile distributions and other statistics are derived. These
studies provide the basis for screening guides for physician charges for 253
specified geographical areas, and also provide a framework within which to
evaluate charges for other procedures. These data, together witli the individual
physician profiles, are the basic tools used in the determination of reasonable
and customary physician charges.
When processing claims involving physicians' fees, the first point of reference

is the physician's profile. For electronically processed claims, this referral to the
physician's profile is automatic, and at the present time about one-half of Home
Office processed claims are by computer. If a physician has raised his fee for the
particular procedure, a determination will be made as to whetlier the increased
fee is reasonable for that physician, considering his specialty standing and other
factors. In addition, it is determined whether the increased fee is reasonable for
the area by reference to the screening guide. For claims which have not yet been
converted to electronic processing, reference to the physician's individual profile
in every case is not practicable, and principal reliance is placed upon the area
screening guide. If a question remains, our customary approach is to discuss
the matter with the physician, usually after obtaining the advice of our Medical
Division, and if the matter has not been resolved then to refer the case to the
local medical society peer review committee.

Concurrent with the review of the physicians' charge, consideration is also
given to whether the medical services rendered bear a reasonable relationship to
the medical diagnosis. If it appears that an excessive number of physician visits
was involved or there is an unusually large volume of other services such as
diagnostic x-rays and laboratory procedures, the case will be referred to our
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medical advisors who exercise their judgment in appraising the pattern of

medical service rendered. It frequently occurs in these cases that more data are

required, either from the physician or hospital records, to substantiate the

claim. If adequate supportive evidence does not emerge, medical services con-

sidered unnecessary are disallowed for benefit purposes.

With respect to the detection of hospital charges which are not reasonal)le,

customary and medically necessary, our experience has been that certain types

of confinement require closer surveillance than others. There is more likely to be

abuse in connection with one or two day hospital stays, which may have been
unnecessary in the flr.st instance, or in prolonged hospital stays where the patient

remains confined for other than purely medical reasons. There are various types

of hospitals that present more problems of this nature than others, such as

proprietary hospitals and teaching hospitals which support exten.sive training

programs. A certain portion of a teaching hospital's expense is in the nature of

medical education and research, and our claim practices are designed to insure

that the teaching and research aspect does not unnecessarily prolong hospital

confinements.
In some cnses, to justify the need for continuing medical treatment or con-

tinued use of medication on medical expense claims, physical examinations
of the claimant by independent physicians are utilized. If the result of tlie

Independent physician's examination indicates a lack of need for the continued
medical treatment or medication, discussions are held with the attending physi-

cian and/or the claimant concerning the advisability of continued medical care.

The determination of whether a hospital's charges are reasonable is a complex
matter. Hospital charges vary for many reasons, including whether the hospital

is proprietary or voluntary, has a teaching program, or is in an area where there

is an under- or over-supply of hosptial beds. Our approach to the determination
of the reasonableness of hospital charges has been mainly to identify hospitals

which seem to have substantially different cliarge patterns for room and hoard
or ancillary services as compared with similar hospitals in the community.
Another important facet of our claim control activity is our staff of claim

consultants, who are Company employees stationed in various parts of the

I''nited States. These consultants are experienced in all aspects of claim con-

trol, and have firsthand knowledge of providers in their areas. When financial

reviews of experience in a given area reveal abnormal increases in the level

of benefit payments, these consultants, through investigation and audits, are
frequently able to identify specific problems. The.se field representatives will

then personally interview the various providers of service that may be involved

and exert considerable influence in correcting abusive practices.

Benefit plan desif/n

Soundly designed benefit plans under health insurance programs can do much
to encourage efficient use of medical facilities and personnel. In contrast, cover-

ages which require the insured patient to be hospitalized in order to collect

encourage inefficient use of expensive hospital facilities ami waste of limited

insurance funds.
In the early development of health insurance, emphasis was placed on first-

dollar coverage for expenses incurred during hospitalization. Promotion of this

pattern of benefits by Blue Cross is not surprising, in light of that organizji-

tion's close ties with hospitals. Continued adherence to this pattern by many
labor unions and their resistance to the introduction of modest co-payments has
inhibited the adoption of comprehensive coverage which would provide benefits

both in and out of hospital. Even when policies are expanded to include benefits

for ambulatory care, with some co-payment, there is often opposition to the

inclusion of comparable co-payment arrangements for hospital care, with the

result that the incentive to seek care on an inpatient basis remains.
For manv years. Metropolitan Life has stressed the value of medical expense

coverage which would pay for needed care regardless of where it is provided
so long as it is rendered by qualified personnel in acceptable facilities. The
Company was a pioneer in developing single plan major medical coverage, which
achieves three related goals. It is conducive to economical use of health funds,

it goes far to meet the public's demand for comprehensive care, and it stimulates

the development of needed types of medical facilities by providing payment for

services in such facilities.

We were among the first insurance companies to write major medical insur-

ance supplementary to basic coverage. Major medical policies provide truly

comprehensive coverage and protection against catastrophic medical expense.
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By covering service received on an ambulatory basis, such policies encourage
the use of the least expensive tyi>e of care appropriate to a patient's needs. For
example, benefits for diagnostic and laboratory tests that are preformed on
other than an in-patient hospital basis help to eliminate unnecessary hospital
confinements.
We have been prepared to undei-write plans which vv'ould provide reasonable

first-dollar coverage for medical services provided outside of a hospital such
as diagnostic x-rays and laboratory examinations, doctors' office and home visits,

prescription drugs and others. Many years ago we adopted a form of pi*eadmis-
sion testing in connection v.-ith our hospital exiiense policies by providing bene-
fits for certain pre-hospital diagnostic procedures. More recently, as surgi-centers
liave been developed where minor surgery can be performed without hospital
confinement, we have reimbursed services performed in such facilities.

Deductibles, intended to eliminate small claims and thereby reduce adminis-
trative costs, and coinsurance, designed to stimulate the insured patient's in-

terest in keeping costs down, are important weapons in the fight against unneces-
sary health care expenditures. They make it possible to spread the available
premium dollars more intelligently to provide protection against the significant

costs of health care which cannot easily be met from the family's budget.

('oiisiii)icr health education

Major health problems in America—arteriosclerosis, obesity, hypertension,
maiming and slaughter on the highways, drug and alcohol abuse, venereal dis-

ease, much mental illness, and many cancer.s—are the result of the life-style or
ijiuorance of the individuals affected. New expenditures on health care or efforts
to restructure the health care delivery system will do little to reduce death and
disability from these causes. VHiat is needed is effective health education for
the public.

Dr. Victor Fuchs has suggested that "the greatest potential for improving
the health of the American people is not to be found in increasing the number
of physicians, or forcing them into groups or even in increasing hospital pro-
ductivity, but is to be found in what people do for themselves.'' If i>eople know
how to maintain good personal health and living habits, and are motivated to

assume this responsibility, their need for health care will be minimized. Further,
if they are informed as to the most effective wa.v of using available services
when needed, efficiency and economy will be enhanced.

For more than sixty yeai's. Metropolitan Life has engaged in a broad program
of public health education.

Improrinff the health care delivery system

Metropolitan Life has been actively engaged in extensive staff studies relating
to health care delivery. Interest was aroused initially by the promise to reduce
demand for expen.sive in-hospital care held out by alternate health care delivery
systems such as prepaid group medical practice. The Company felt that the
advantages, and drawbacks, of such systems could not be honestly evaluated
without practical oiierating experience. A variety of concepts and different or-
gaiii&itional arrangements needed to be tested in actual practice.
The first sizable commitment was made in 1968, when Metropolitan announced

its support, through a grant, of a demonstration ambulatoiy health care project
at the Washington University School of Medicine in St. Louis. The amount of
this grant is $100,000 per year for a five-year ijeriod. The purpose of our sup-
port of the demonstration program is to encourage experimentation to deter-
mine a better means of delivering ambulatory medical care. The project is de-
signed to analyze the reported economies involved in increased emphasis on
ambulatory care. It will provide data on variations in utilization rates between
the demonstration group members and a control group of non-members and
information on the costs of care in a group practice setting as compared to other
modalities.

Metropolitan was instrumental in forming the patient population for the
demonstration program, as well as the control group. In addition to the grant.
Metropolitan is supporting the project v.-ith Company i>ersonnel and other re-

sources, and the experience is being statistically analyzed by the Company.
In addition to data on utilization and costs, the project is yielding considerable
information on factors that influence consumer .satisfaction, and it provides
an opportunity to sharpen administrative and data reporting techniques. This
practical knowledge will be useful in developing and encouraging participation
in innovative health care delivery systems elsewhere. As a further by-product,
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the project has indicated certain areas in which medical education should be
revised to meet the healtli care needs of tomorrow.

Tlie Company has revised its procedures in order to make the services of
prepaid group practice, in areas in wliich it already exists, available to employees
insured under Group insurance policies. The option is offered to employees by
which they can elect to have their medical care rendered by the group practice
facility in lieu of the conventional method of solo practice of medicine. This
is somewhat different from dual choice as it is visually known in connection
with prepaid group practice plans. The more familiar dual choice arrangement
usually involves withdrawal from the Group insurance plan and enrollment
under the prepaid group practice plan. Under the option approach, the insured
can elect to have his care rendered by the facility and remain insured under the
Group policy. The Company enters into a contractual agreement with the group
practice for the covered care either on a capitation basis or a seratim basis,
thus eliminating claim processing and its expense.
There are other advantages to the option under the Group policy approach,

through the greater flexibility that is possible. Frequently, for persons who make
a group practice election, an extra contribution is required since the typical
benefit packages of prepaid group practice plans involve a broader range of
benefits than under the Group insurance plan with more stress on "in-full"

medical coverage and the inclusion of preventive medicine. The necessity of
having to pay an additional contribution is a deteri'ent to many families, es-

pecially if the benefits available under their Group insurance plan are non-
contributory. It became apparent to us that if the group practice facility were
sufficiently flexible and were willing to offer to employees benefits which are
the same, or nearly the same, as those available under the Group insurance plan,
then the employee could elect to have his care rendered l)y the facility without
the necessity of paying an additional contribution and hence, the group practice
plan would be more attractive. In our opinion, an arrangement which encourages
consumers to try alternate forms of health care delivery is desirable, so that
through experience those forms which are most economical and responsive to

the patients' needs can be identified.

Metropolitan has assisted in the expansion of prepaid group practice in Coliun-
bia, Maryland, by offering an optional arrangement under a Group policy
covering employees of a national firm which is building a new plant in the
community. The Group policy provides a comprehensive major medical plan
which involves a $50 annual deductible and coinsurance amounts on most ont-
of-hospital medical services. The Columl)ia Hospital and Clinics Foundation
agreed to provide substantially the same plan of benefits as under the Group
insurance plan and went further by including preventive medicine as a covered
medical expense.
The employees of this policyholder wlio live in the Columbia area now have

the opportunity to elect under the Groiip policy to have their medical care
rendered under what we have called the Columbia Medical Plan Option, .^nd

there is no extra contribution required. We also make available a rider whereby
for an additional monthly premiiun emjiloyees who have elected the Columbia
Medical Plan Option can eliminate the deductible coinsurance and receive all
of their hospital and medical care on an in-full basis from the Columbia facility.

We feel that this arrangement is attractive not only to the employees, but to
the group practice facility.

To coordinate the work of Company personnel engaged in the development of
new health care delivery system, a special task force has been established.
The membership of this task force has been drawn from several departments,
including Group Sales, Actuarial. Administration, Claims, Tvegal. ^ledical and
Electronic Data Processing. Several of the members of the task force have already
been exposed to ambulatory health care systems through the Company's involve-
ment in the Washington University program and with respect to the plan in

Columbia, Maryland. Various members of this task force have the responsiliility
to develop suitable marketing materials for ambulatory care facilities, establish
various administrative procedures, appraise tlip qualit,v of ambulntory fncilities

and resolve any legal matters in connection with offering options under Group
health policies. The task force is actively working on several assignments in this
area, including the projected hospital and ambulatory health care center in
Pittsburgh known as Central Medical Health Services.
The Company also supports and actively participates in industry-wide activities

to promote the sound development of various kinds of health maintenance
organizations, under the aegis of the HeO'th Insurance Association of America.
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Considerable staff time is spent in the work of the HIAA committees dealing:
with various aspects of the subject. It is conservatively estimated that the
number of persons at Metropolitan currently spending part or all their time
in relation to the development of HMOs and other health care delivery systems
is such that approximately $150,000 of annual expense is being incurred by the
Company.

Supijort for Coruprehcnsire Hcalih Planning

Planning for the rational coordination of community health services, if effec-

tively implemented, is the key to optimum allocation of health care resources.
Without such planning, wasteful duplication of facilities and services ensues-

Metropolitan Life has strongly supported the health insurance industry's
program to promote Comprehensive Health Planning (CHP), carried on under
the aegis of the Health Insurance Council (HIC). Metropolitan employees are
active in the work of HIC comprehensive health planning committees at the
national and State level.

Metropolitan employees also serve on at least six areawide CHP councils and
one State CHP council. Contributions were made primarily to new agencies
during their organizational phase. However, the Company continues to make
some grants to CHP agencies.
Metropolitan also supports the objectives of comprehensive health planning

by requiring, as a condition for Company investment, that a health care facility"

have approval by the appropriate CHP agency.

Improving Hospital Reitiihursement Methods

Present inequitable arrangements for third-party reimbui-sement of hospitals,
whereby care of patients covered by Blue Cross and government programs such
as Medicaid is reimbursed at rates lower than those charged other patients,
are often defended as a means of controlling costs. It is said that the rates nego-
tiated for Blue Cross patients and beneficiaries of government programs cover
only "allowable costs." However, allowable costs are so defined that they fail
to cover the full necessary costs of hospital operation. Such reimbursement
arrangements do not control costs. They simply encourage hospitals to shift
costs not paid for by Blue Cross and government programs to the bills of patients
who are covered by insurance companies or who pay their own bills. These-
patients, in effect, are subsidizing Blue Cross and the government programs.
The cumulative effect of underpayment by Blue Cross, Medicare, Medicaid,
and other government programs is such that in many areas insured patients
are paying charges which exceed Blue Cross reimbursement for the same service
by 25 percent or more.
To narrow this discriminatory gap somewhat, we have endeavoi-ed to nego-

tiate reimbursement contracts with hospitals in areas where we have large
concentrations of insured lives. Under such an agreement. Metropolitan Life
makes an advance payment to the hospital, thereby easing the institution's
cash-flow problem, and thereafter makes prompt payments directly to the hos-
pital for services rendered to insured patients. In return, the hospital grants
a slight discount from billed charges. Such an arrangement simplifies claims
processing and reduces the cost of administration.

Howevex-, hospitals are generally reluctant to enter similar reimbursement
contracts. They point out that patients with insurance company coverage are
the largest single source of revenue fi'om which they can recoup' the losses suf-
fered in caring for Blue Cross and government patients.
While we will continue to attempt to develop such arrangements, it appears

that in the long run the only effective means of eliminating discriminatory
pricing and securing true hospital cost control will be through legislation to
establish a program of prospective rate review. Under such a program, each
institution would be required to have a schedule of prospectively approved
charges, uniform for all patients, reasonably related to the cost of efiicient
operation.

Support for Legislation to Hold Down Health Care Costs

At the State level, to achieve hospital cost control, we support legislation to
establish a program for prospective rate review. Such a program based on prin-
ciples approved by the American Hospital Association and the Health Insurance
Asociation of America, calls for the appointment of a Commission by the
Governor, empowered to do all that is necessarv to assure control of hospital
costs to the public. The objectives of such a public authority would include (1)
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adequate reimbursement for the institution, (2) price equality and predictability

for the consumer, (3) incentives for eflSciency in the management of the insti-

tution. (4) economy tlirough the evaluation of the reasonableness of the insti-

tution's costs prior to changes in rates, and (5) reimbursement for capital costs

which are consistent with the recommendations of the appropriate planning
agencies.
At the Federal level, we support the National Healthcare Act, of which Repre-

sentative Omar Burleson and Senator Thomas J. Mclntyre are the principal

sponsors. This bill encompasses a program for the pragmatic solution of a

broad range of pressing health care problems : the shoi'tage and maldistribution

of liealth care manpower, the need for more—and more accessible—ambulatory
health care services, the necessity to strengthen community health planning, and
the urgent requirement to provide an equitable means of financing health care
for everyone.
With respect to the need to contain the escalation in health care costs, the

bill proposes the following four-pronged approach.
Comprehensive health planning agencies would be given the power to block

public funds from going into unneeded facilities and services. Further, the cost
of capital would not be a valid charge to the public by a hospital or other health
care institution unless the facility or service developed by means of the capital
had been certified as needed by the appropriate health planning agency.

All claims for professional services under federally supported programs woiild
be screened against professionally established guidelines and those screened out
would be paid only to the extent that an appropriate peer review organization
found the service to be necessary and the fee within the prevailing limit.

Each health care institution, in order to receive payment under federally
suppoi-ted programs, would be required to have a uniform schedule of prospec-
tively approved charges. All such institutions would also be required to have an
effective utilization review committee, a standard system of cost accounting,
audited yearly financial statements, and annual budget.s. The schedule of charges
would )»e subject to prior review by a State-estimated cost commission and
would not l)e approved if foiuid to be unreasonable in relation to the cost of
efficient operation of the services provided.

Incentives would be provided to encourage health care benefit plans to shift

emphasis from high cost hospital care to lower cost ambulatory care and to

I'reventive care; to make judicious use of copayments so as to minimize patient
demand for unnecessary services without, however, imposing an undue financial

Imrden : and to improve benefits on a gradual, phased l)asis an health manpower
and facilities become available and thus avoid the inflationary effect of an excess
of demand over supply.

2. PLANNED ACTIVITIES OF METROPOLITAN LIFE TO CONTAIN THE RISING COST OF
HEALTH CARE

The cost-containment measures previou.sly described are all on-going activities

of the Company and will be continued. The i)recise direction which each may take
cannot be forecast, but each will be pursued as vigorously as means and circum-
stances permit.

Use of electronic data processing systems in claims operations \^ill be expanded.
This will enhance our capability for careful claims review, to detect and prevent
unwarranted charges and payment for improper utilization of services.

We will continue to improve the design of health benefit programs and urge
our ix>licyholders to improve their coverage, where desirable.

New coverages will continue to l)e introduced. One of the more interesting

7-ecent developments is the prescription drug plan which became effective in

the automobile indu.stry in October 1969. Although prescription drugs are custo-

marily included as covered medical expen.ses in major medical plans, the drug
plan which became effective for automol)ile workers was a separate coverage and
involved some distinctive features.
The specifications of the prescription drug plan presented a unique challenge

to the insurer. It was clear from the outset that an efficient means for admin-
istering a very large volume of claims involving small amounts would have to

be devised, and agreements would have to be concluded with thousands of

pharmacies that wished to be considered as partlcip.iting pharmacies. In order

to meet this challenge tlie Metrojiolitan desigiied its Medi-Met prescription drug
plan which has the distinction of being the first Aledical Care Insurance cover-

age initially installed as a computerized system. The practicality of the system
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lies in the fact tliat almost all of the paper work of claim administration takes
place at the time of dispensing the drug". Each participating pharmacist has a
supply of the brief claim form that is used which he sends to the Metropolitan
on a i>eriodic basis. Tlie pharmacists receive payment each week on a bulk l»asis

for claims previously submitted.
The significance of the Medi-Met program for this discussion lies not only in

the fact that it points the way to increased economies in administrative costs,

but also in the fact that it incorporates a reimbursement arrangement which
brings costs under greater control. Participating pharmacists are paid the acqui-
sition costs of a prescription plus a negotiated dispensing fee. We hope to extend
the concepts underlying the prescription drug plan to cover ages for other health
care services.

We expect to become increasingly active in fostering the development of im-
proved systems for delivering health care. The volume of inquiries and expres-
sions of interest from various groups throughout the country being received by
our task force, described above, is steadily rising.

Interest in health care foundations has i"ecently spread from the West Coast,
where they originated, to all parts of the country. These organizations api>ear
to offer advantages in controlling fees for i)roxessional sei*vices, preventing
unnecessary utilization of ambulatory and institutional services, and assuring
quality of care. We have been actively exploring the potential of these organiza-
tions with leaders of the movement. We are also participating with thirty-two
other insurance carriers, including Blue Cross-Blue Shield, in the program of

the Foundation for Health Care Evaluation in tlie Miimeapolis-St. Paul area.

Our consumer health education programs will be continued and. it is hoped,
will be reinforced by the work of the recently appointed President's Committee
on Health Education. The Yice-Chainnan oi the Board, Charles A. Siegfried,

serves on this Committee. Our Company has also provided staff for the Com-
mittee, including the Associate Director, who has been detailed to serve the
Committee on a virtually full-time basis.

Senator Hart. And as you go along, Mr. Siegfried, where yon are

turning pages and skipping some, if you will indicate the page where
you are.

]Mr. SiKGFRiED. Metropolitan Life Insurance Co., has a deep involve-

ment in the lousiness of health insurance : and medical expense insur-

ance is a major part of this busines.

However, the interest of Metropolitan in matters pertaining to

health and medical care long antedates its involvement in medical ex-

pense insurance. The company organized a health and welfare de-

partment in 1900, and ever since then has been actively engaged in a
variety of activities concerned with problems associated with disease

and accidents and liaving an important bearing on the health and wel-
fare of the people of the United States and Canada.
Attached is an a])i)endix I in which we summarize some of the many

contributions Metropolitan has made over the years through its health
and welfare department.
Hence, while we have an important and extensive business interest

in the subject under consideration, our interest is of a much broader
and deeper nature.

"We haA'e for many vears been seeking good answers to the health
and medical care questions Avhich have been confronting the people of
our country, quite apart from any specific business interest.

Over the years we have sought to be well informed on all lines of
thought bearing on these matters and on all developments which misfht
favorablv influence the health and well-being of the American peoi^le.

Xow, I am going to try to condense the next few pages which deal
with the historical development of medical expense insurance.

I try. in the statement that I have made, to draw attention to the
manv different kinds of organizations that have been wrestling with
these questions, the variety of concepts that have been operating.
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We have the Bhie Cross and Blue Shield on the one hand, the com-
mercial insurance companies on the other. The blues emphasize first-

dollars coverage. They are provider oriented. The insurance companies
use the insurance concept of coinsurance and deductibles.

From a very early stage we have tried to emphasize the importance
of the insurance for the more serious cases. By using coinsurance and
deductibles we could place less emphasis on the less severe cases and do
more for the catastrophic type of case.

Now, over the years these different views and concepts have been in

competition. We think this has been good. During all this period there

has been a great growth in the number of people covered and in the
effectiveness of the plans under which they were covered.

I draw attention, on page 6, to the fact that my experience has been
with the mutual insurance company. In a mutual insurance company
we do not undertake to produce any profits for stockliolders or any
•other persons.

A further principle applies in mutual insurance operations. That is,

if actual experience reveals that the premium initially charged is

higher than the cost actually realized, then the excess is returned as a

dividend.

Generally speaking, the insurance buyer desires to have his cost com-
mensurate with his risk. This requires that care be exercised to evalu-

ate and classify risks in accordance with a])propriate underwriting
procedures. This process has a collateral advantage of providing an in-

centive to individuals and groups to do those things which will con-

tribute to improve their risk characteristics. In many cases, attention to

sound underwriting lias resulted in favorable cost experience, Avhich

in turn made possible the ]^urcliase of a broader form of coverage than
was taken out initially. The process thus has operated to extend the
scope of covei-age and pa^'e the way for advances that might not

otherwise have occurred.
Then, at the bottom of the page, I discuss differences between indi-

vidual insurance and group insurance, which are impoi'tant, I think, to

an understanding of some of our current problems.
As the name implies, individual insurance refers to policies covering

a single individual or an individual and his family. Group insurance is

insurance covei'ing a number of persons, usually the employees of an
employer, the members of a union or members of an association.

The group approach involves certain economies that favorably affect

costs. For example, premiums are paid on a bulk basis, generally less

selling eft'ort is required, less underwriting effort is required and, par-

ticularly on employer-employee group plans, the employer performs
certain administrative functions that must be performed by the insur-

ance company under an individual policy

There is much unjustifiable criticism of individual health insurance
because the administrative costs appear high when expressed as a per-

centage of the premium, as compared with the corresponding percent-

ages under group policies.

Usually these comparisons are made with large group policies, where
the advantage of bulk administration is relativelv more significant.

But as the size of the group diminishes, the difference in cost, of course,

Jiarrows.
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An important cost of any plan is the cost associated with establish-

i]ig it in the iirst instance. This inchides the cost of the selling activi-

ties, as well as the underwriting costs, the issuance of the policies,

establishing the basic records, and so on. Over the years these costs

have a diminishing impact on total cost. However, much of the indi-

vidual medical expense insurance is relatively new and, hence, the

initial costs are still an important factor.

Then I move over to page 9, and deal with the question of returns

under the various kinds of policies.

A prime objective of our business is to make insurance available

on a basis which is attractive and satisfactory to our customers and
at acceptable costs.

The cost of insurance is the composite of the cost of the benefits

that are payable, plus the cost of administration, plus the cost of taxes.

As a mutual company, we do not produce a profit for stockholders

or any other person.

The cost of administration must provide for such items of expense
as the cost of sales and underwriting, and placing the plan in effect,

including the issuance of the policy and the establishment of the

basic records; the cost of collection of premiums from time to time;

the cost of payment of claims; the cost of research and analytical

studies ; and the cost of risk-taking, that is, the charge to cover losses

where the experience is unexpecteclly unfavorable and the cost of other

unforeseen contingencies.

We have provided information to your subcommittee showing the

level of these costs for a variety of ditferent types of plans.

The forces of competition and our business objectives exert a power-
ful force, compelling us to keep costs as low as compatible with our
obligations for proper service and maintenance of solvency.

The facts of life are that medical expense insurance has been an
exceedingly difficult business from a cost viewpoint, because almost

all factors in recent years have had adverse influences costwise—the

evolving character of the business, reflecting as it has rapid changes

in medical practices and consumer desires; the inflationary conditions

of our economy ; changing patterns of consumer utilization of medical

services leading to a steadily increasing volume of utilization; and the

ever-expanding scope of the medical expenses that are covered under
these plans.

IVe believe our level of expenses is explainable, reasonable, and
justifiable, but naturally we also believe they warrant continuing

scrutiny. We can assure you that this scrutiny is searching, detailed,

continuing, and productive. It involves not only tlie efforts of our
own people, but our customers are demanding and we respond to

their desire for accountability in many different and productive ways.

"\^niile some feel costs are already high, there is evidence that some-

what higher costs might well be warranted to support additional

statistical and research activities.

Also, attention is called to the fact that deficits have been incurred

in a variety of sectors of our medical expense business, indicating that

liigher charges may be needed. This is mentioned, in part, to dispel

the impression some people seem to have that medical expense insur-

ance has been a business that is profitable or that it helps support

other lines of insurance.
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We do not claim that Metropolitan is unique in seekinn; -v^-a^B to

rednce the cost of medical expense insurance, but we can assure you
that cost control is a major matter of concern. In the competitive en-

vironment in which we operate, it must be. It does involve a com-
plex interplay of somewhat conflictino- forces. Balance must be de-
termined between attention to claim costs on the one hand and the
costs of doing those things that can reduce claim costs. Medical ex-

pense insurance is a service business, and a good balance must 1)e

found betAveen the quality of acceptable service and acceptal)le costs.

We think we have been finding these acceptable balances, and we think
our customers are being satisfied. It is, of course, a never-ending
process.

Now, in the beginning, it appeared appropriate that an insurance
company should be careful not to inject itself improperly into the
many decisions related to the need for medical care, to choices among
various kinds of services, et cetera. It was felt that these were mat-
ters for pi'ofessionals and for the consumers. This attitude seemed
appropriate, partly because in most matters of this kind there seemed
to be no clear-cut right answers, and it Avas questionable whether the
knoAvledge of insurance personnel and their ability to form sound
judgments and decisions Avould be sufficiently more reliable than tlie

parties directly involved to warrant any attempt at intervention on
our part.

These matters involve the selection of physicians, hospitals; whether
to seek treatment in a hospital or elscAvhere ; whether to seek a longer
or shorter period of hospital confinement.
As our experience inci-eased, we expanded our activities, seeking to

ascertain a helpful working role with consumers—our insured—and
the providers of service.

At a very early stage in the development of medical expense in-

surance, Metropolitan i-ecognized that the design of the insui-auce

could influence utilization of medical services and, consequently, the
costs of the insurance and the total costs of medical care.

Because of conern on this account, we favored insurance which did
not operate to influence improperly the choice of medical services se-

lected. In particular, we designed coverage that would not require

hospitalization, with its attendant costs, to be reimbureed for sei'vices

that could be provided outside a hospital.

This led to our early development and endorsement of compre-
hensive insurance. We believe we Avere the first nuajor underwiiter of
comprehensive insurance. We Avere among the first to underAvrite
major medical insurance, emphasizing coverage for the severe cases

and utilizing deductibles and co-insurance to make insurance more
effective for the more severe cases.

In the appendix I try to set forth the variety of activities in Avliicli

Ave have engaged in our efforts to control costs and deal with the many
different problems that affect utilization and the cost of medical care;

I Avill not undertake to get into the details on that,

I would draAV attention to the fact that one of tliese activities is the
support of an experiment at Washington University in St. Louis. Tliis

is the only experiment that I knoAV of that is being conducted under
controlled conditions, to measure the medical services received by a
group of people Avho receive care from a medical university, and serv-
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ices received by a comparable group who receive insurance in the cus-

tomaiy ways.
This is an effort to get an understanding- as to the differences in utili-

zation of services between comparable groups of people getting their

treatment in different environments.

j\f r. Hart. I think you explained it in the appendix, but this is an
experiment wliich has two clumps of people, each operating with the

same contract benefits, and one being served

J\lr. Siegfried. That's right ; if I"m not infringing on my time •

Mr. Hart. No ; not at all
;
please.

Mr. Siegfried. I can come back to this later, if you wish.

Mr. Hart. Please go ahead.

Mr. Siegfried. There has been a thought around for a considerable

inno that people are being confined in hospitals unnecessarily, and if

wn had ambulatory facilities, there would be a vast difference in the

amount of hospital confinement that would be required. Well, I think
over the years, data indicated there is something to this; that is, the

feeling that it was an exaggerated difference.

We are seeking in this experimental program in St. Louis to ascer-

tain what is the volume of medical services and what is the volume
of hospital services that are required, if you have these ambulatory
facilities and have a group of doctors who are trying to give the people
just what, in their best judgment, they think is needed.
There has always been a hint that in other research programs there

has been some bias operating one way or the other to make the ex-

perience unreliable. We are hoping here, having for the first time
two similar groups of people being treated differently—one dealing
with the Washington University medical group and one dealing with
their physicians in whichever way they were accustomed to do—-to

learn wdiat are the patterns, what are the differences in the kinds of
medical care used and differences in the volume of services used.

Senator Hart. When do you expect to get a judgment?
My. Siegfried. Well, we have only the first year's experience, and

as you might guess, with a relatively small group it is not conclusive
as yet. We expect the second year's experience to be available fairly
soon, and after that I think we will be able to draw some con-
clusions. It is a little early to draw any reliable conclusions at this
point.

Senator Hart. All of this will be interesting, as to what definitely
will be indicated.

Mr. Siegfried. Now, you have asked what our views were as to the
changes that might be made in our delivery system, and the system
for dealing with the financing of costs. We think the record of growth
and development of medical expense insurance is one of high achieve-
ment. This reflects commendably not only on insurers but on the seg-

ments of the public which have sought more and better plans, and on
the widespread cooperation of the providers of medical care.

We are, nevertheless, mindful that as a nation we have a variety of
vexatious health and medical care problems. We have worked with our
industry colleagues in studjdng these matters and trying to find ways
and means for effecting improvements. Our thoughts are contained
in a broad-scale program which we called program for health care
in the 1970's. This is basically the same as the program contained in
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H.R. 4349 sponsored by Conirressman Burleson and others in the

House, and in S. 1490 s})onsored by Senator Mclntyre and others in

the Senate.

This program undertakes to deal with the major issues currently

affecting the health care scene : the problems of the poor, the near-

poor, the uninsurables, the catastrophic cases, and so on.

On the other hnnd it endeavors to be realistic—it does not purport

to be a panacea < o lo^olve every conceivable issue that affects the in-

ci-edibly complex total situation. We think it is the right program
for this time. We think it would be a great step forward and would
move to a position from which further advances can be made at some

time in the future, if tliey are then so indicated. It builds on current

strengths and does not wipe away the many aspects of the current

situation which are strong and which are functioning in a creditable

fashion.

Now, you asked whether accident and health insurance policies

should be standardized by regulation. The apparent simplicity and

efficiency of standardization has appeal. However, there are many
facets to health insurance v»hich involve questions on which there are

widely differing views. It would be exceedingly difficult to achieve

standardization except arbitrarily and at substantial risk that the

standardized form did not represent really the best answer. Standard-

ization operates to make innovation, experimentation, and change

more difficult, and yet at this stage of development we do not have

final answers and need the opportunity to learn through variation to

improve.
The program for health care in the 1970's, by establishnig a pattern

of minimum benefits for j^lans entitled to the maximum allowable de-

duction for tax purposes, moves as far toward a greater degree of

uniformity as seems desirable at this stage.

Another question you raised was : should accident and health rates

be regulated? Currently there is already an extensive degree of rules

and regulations concerning various aspects of health insurance rates.

The cost of health insurance is largely determined by the cost of the

medical care services covered and by the rates of utilization of covered

services. Regulation can be injected into the picture in a variety of

ways, and there is little doubt it would alter costs and practices and

behavior in a variety of ways. It is more difficult to be sure that moves

toward more regulation would really be advantageous to the great

mass of people. There are still too many variables and there are still

too many unknowns to give us confidence that apparent short-range

efforts to reduce costs will result in the most desirable situation over-

all.

Here, again, we believe that the approach of the ]-)i-ogram for health

care in the 1970's, is most likely to provide information and experi-

ence as a guide by which longer range moves can be considered. Then
I set forth in summary form the ideas and points I have been trying

to convey.
1. Health, medical care, and the matter of medical expense in-

surance involve a broad and complex mixture of human, technological,

and business problems.
2. There are many different views as to how these matters should be

dealt with in the balanced b'^st interests of consumers, providers, those

paying the costs, and the public at large.
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3. S'libstfintial and continiiin<j progress has clifiractorized the many
develojjments that have occurred in a relatively short span of \ears.

4. Metropolitan has been a leader in these developments in develop-

ing effective plans of insurance, in engaging in a great variety of activi-

ties aimed at improving health and safety and the operation of insur-

ance against medical care costs, and in endeavoring to make insurance

available at fair and appropriate costs.

5. Reducing the cost of medical expense insui-ance involves the judi-

cious utilization of numerous potentials : health education ; improve-
ment in the organization ; and use of medical care facilities and per-

sonnel ; cooperation among the numerous groups working in the field :

improvement in the handling of administrative actions. Much also de-

pends on the general economic, political, and business climate in which
insurance is permitted to operate.

6. Metropolitan believes that the public interest would be well served

if Congress enacted the measures contained in H.R. 4310 and S. 1490.

Highly significant is the fact that these measures are comprehensive
and deal constructively with the major matters of current concern, and
they are aimed at building on existing strengths.

Now, in the statement I have just presented and in the attachments
I have tried to give you the answers and the information you re-

quested in your communication to us. If there are any questions I,

of course, would be delighted to answer.
Senator Hart. Thank you for the summary.
We are joined by Senator Gurney. Some of the questions we will

ask, by implication at least, will sound very petty.

Let me begin by saying that while I have been exposed to some
insurance facts of life the exposure was scattered and in the form of
what we hear in this hearing room. But I have developed, I hope,
some appreciation of the business realities that operate on even the
best motivated insurance company. I am hoping I understand that.

Is it not true that an ideal world for an insurance company would
be one ^^here you have underwriters who identify that segment—I'm
talking about health insurance—that segment of the population that
will never get sick, and write them and manage to leave to some
other company everybody that is going to get sick. Isn't that sort of
a problem that operates
Mr. Siegfried. I am not sure that I understand you ; but insofar as

I do understand, that isn't the world in which we live and it would be
unrealistic. Of course, if you could be sui-e you weren't going to get
sick, or you weren't going to die. you wouldn't take insurance. It is

for a contingency.
If there were underwriters and other knowledgeable people who

could segregate the "sure risks," maybe that would approach it, but
I find it hard to think in those temis because we live in the real world
where no one can be sure.

Senator Hart. I^t me respond this way. I agree that the potential
customer doesn't know whether he is going to be sick tomorrow or
not. The insurance underwriter is not in a position to make that
judgment with any degree of certainty either, and that is the real
world in which you live. But the ideal world, from your point of
view, would be one where the customer wasn't sure about tomorrow,
but you were.
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Mr. SiEGFitiED. Well, aofain. that is-

Senator Hart. Isn't that right i You would pick the fellow that you
knew wouldn't get sick, and leave to somebody or some other thing

the fellow who would get sick ?

Mr. Siegfried. Well, this would not be the process of mutual in-

surance. We are not in business to make money. We are in business

to deal with tlie risks—the problems that people are confronted with.

Now one thing that we are concerned with : when we do undertake

to work in the real world and deal with people, people generally want
to pay costs for their insurance that are commensurate with the degree

of risk that they present to the insurance company. So our problem
is not one of selecting the insural:»les and rejecting the others so much
as it is to ti-y and fincl the appropriate measure of the risk that different

people present to us, so we can put an appropriate and reasonable price

tag on the price of insurance for the different groups of people.

Senator Hart. Xow having established that T think I have explained

v.-hy some of these questions will now sound petty. I do understand

what the real world poses for you, whether a mutual or a stock com-
pany, in making your selections. You have a personal health insurance

underwriting rules book and as I understand it, ]Metropolitan rates,

on the basis of classification of risks, rather than on a community
basis—is that right ?

]Mr. Siegfried. You are talking of individual insurance?

Senator Hart. Yes.
Mr. Siegfried. I would say our object is to place a value on particu-

lar classes of risks. These range from those who are insurable at stand-

ard rates to some who will get ratings or some adjustment in the plan,

to those who are uninsurables.

Let me hast<^n to say that I am terribly concerned about anybody
who is uninsui-able and that this is one reason why we feel so strongly

in faA-or of the provisions in the program for health care in the 1970's

because it is a practical solution to the problem of insuring the unin-

surables in the population. This is the first time I have seen a proposal

that would make insurance available to everyone in the population,

and those who were insurable could get insurance at the proper price,

ajid those who were uninsurable would be subsidized in part, depend-
ing upon what judgment society made as to how the extra cost should

be divided.

Senator Hart. Well, on page 1 of that underwriting rule manual by
way of preliminary statement : "Those persons vrho have reason to ex-

pect medical expenses or to be disabled are those most likely to apply.

The object of the underwriter is to select, average risks ; that is, those

applicants who will produce the expected claims experience and to

avoid claim losses which are, to a great degree, foreseeable."

The way the lay person would interpret that is, as I suggested, that

your company doesn't want to write people who are most likely to need
care, or who will in all probability become sick or disabled, thus neces-

sitating medical care.

Mr. Siegfried. Again, it is aimed at our efforts to provide equity,

fairness between different groups of people. It would clearly be—

I

was going to say unfair—but unworkable if people deferred taking
out insurance until they were at the point of death or at the point of

suffering a disability that involved medical expense. If only the people



929

^vho were going to get a claim took out policies, then the cost would
be equal to the claim.

Senator Hakt. Well, in your health rate book, if I read it correctly,

you identify among the miinsurables all laborers, dishwashers, car-

washers, livery stable employees, unskilled employees, bootblacks and
porters—now if other companies engage in that sort—shall we call it

"competition" how are those people supposed to get health care ?

Mr. Siegfried. That is why I am for the healthcare program. There
will be groups of people in the population who either don't have the

money to pay the cost of the policy or they are in an impaired con-

dition of health, quite different from the average. To include them
would make the cost of insurance unattractive to the average person.

That is why we endorse a program that would make available in-

surance pools on a State-by-State basis, under which the uninsurable
people, and people who couldn't pay for their insurance could get
help to get it.

I have to readily acknowledge that we are incapable of insuring
every person who needs it. Some don't have the money and some are
in such an impaired condition of health, it would make the cost of
insurance to other people unacceptable if you included them at stand-
ard rates.

Senator Hart. And you do identify categories which are good risks,

among the best risks, and you go to the other end of the span
Mr. Siegfried. Appropriate classification.

Senator Hart. TVe wonder a lot about ourselves as a people, to just
look at one of these rate books. T\Tiat about a fellow that is not a boot-
black or a livery stable employee, pinboy, or carwasher, but who lived
in the dead center of the city—it is hard to visualize an archeticut
living here but how about a local neighborhood chiropodist ? They are
among the best risks. Xow would he be treated as a best risk, or a fellow
who lived in a bad neighborhood ? "Would he be insured ?

Does where the man live make any difference ?

Mr. Siegfried. Well, it creates some presumptions. We would be
more concerned that a person living in the central city area, or any
poor area, might be a person with low income who couldn't afford
to pay the premium, or he might pay one but he couldn't continue it.

So I think we would have to be more careful in looking at what other
characteristics he might have that might make him insurable.

Senator Hart. Let's assume he may have assured but modest income

;

for example, militarj^ service, retirement or pension disabilities, so
there wouldn't be

Mr. Siegfried. I assure you, we are eager to insure anyone who can
possibly qualify as a standard risk and has the money to pay what-
ever the appropriate premium is. We have no desire to exclude anyone,
but we do have the problem first with regard to people who are im-
paired, or close to impairment, to see that they are properly classi-
fied. We also have to ascertain whether people have the resources to
pay the premiums, because it is very costly to issue a policy and then
find that the individual doesn't have the money to pay the premiums.
Xow we acknowledge that there are people in the commimity, many

of them, who can't get insurance because they don't have the money oV
they are impaired. That's why we say this program, "healthcare in the
1970's" has an answer to that very difficult question.

90-319—73—pt. lA 25
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Mr. Hart. But I'm curious as to categories of employment which
range from desirable to undesirable and whether one's neighborhood
is a factor in the underwriting. Imagine this—a man who is retired

from the military, no disability, so he has the money to pay
Mr. Siegfried. Sounds pretty good to me.
Mr. Hart. He walks into your office, which may not be located in

the dead center of the core of the city, but in one of those other neigh-

borhoods, can he get individual health insurance at the same rate as

the retired military man living in the suburbs ?

Mr. Siegfried. It's hard to generalize, but I think I can be most re-

sponsible to your question by saying that just the place where he lives

would not exclude huTi from, coverage.

Mr. Hart. "^Vliat does the "red star" district mean?
Mr. Siegfried. I will turn to my colleague here. I am not sure that

I can
Mr. Lancaster. In our 20 some years or more of writing individual

insurance, we have developed information as to the districts which
have the highest loss ratio. These are what we refer to in our in-house

terminology as "red star" districts.

Mr. Hart. What are the consequences that follow from something
being marked a "red star" district?

Mr. Lancaster. The only consequences are that our underwriters
are a bit more thorough in the development of the case. These cases

are not blackballed in any way, shape, or foi-m.

We take the business, we look at it. The underwriters are a bit more
thorough in the development of the case, as to medical examinations
or whatever.
Mr. Siegfried. It costs money to underwrite, to get all the informa-

tion one needs ; and if one has information that makes it possible to

dispense with some source of information, that helps. If you have
some way of identifying where you need to be extra careful, that also

helps. This is all done with an eye to the cost element for the con-

sumer, trying to make insurance available at the most attractive cost

to those who can qualify for it.

Mr. Hart. Well, by being a bit more thorough, when that retired

master sergeant comes in, what does that mean ? Wl^at do you do if he
walked in a suburban
Mr. Lancaster. I might add. Senator, that these "red star" districts

are not all center city districts, surprisingly. But we have certain in-

ternal underwriting rules under which we'll obtain statements of at-

tending physicians, or that sort of thing, or statements from hospi-

tals, on authorization of the applicant. We learned from experience

that in certain areas we are able to waive these and just forget about
getting this information and go ahead and underwrite the policy;

where we will ask for this kind of information in certain districts.

Mr. Hart. Wliat are typical "red star" districts?

Mr. Lancaster. You mean locations?

Mr. Hart. I suppose if you give us the locations, we'll then be
able to understand what factors you are looking for when you mark
something "red star."

Mr. Lancaster. They're all over. Well, I guess the best way to

respond to this would be to tell you what the districts are. We have
them in most parts of the United States. That is, they're scattered,

and it's a bit surprising sometimes.
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Mr. Hart. Well, just pick two. Bedford-Stuyvesant and Bloom-
field Hills in the same category, and you are making available indi-

vidual health policies. Is one "red starred" and the other one not?
Mr. Lancaster. I can't answer that, sir. We have lots of districts

that are center city that are not "red star."

Mr. Hart. Why?
Mr. Lancaster. Pardon me?
Mr. Hart. Why is something "red star" and why is something

not "red star"?

Mr. Lancaster. Only because of the experience that we have devel-
oped from that district. We keep a record of the loss ratios by district.

Mr. Hart. Individual health experience?
Mr. Lancaster. Yes. This is just done for internal purposes. And

all it is, as I say, is to be somewhat more thorough and more careful
in our working.
You asked for a great deal of information. I don't know if you have

a list, for example, of those districts, but if you want them, we can
Mr. Hart. It would help us at least develop an understandings

if you will. (See p. 946.)

Mr. Siegfried. There's nothing really mysterious about our process.
We are trying to get infomiation with the least effort—which means
the least cost—that would enable us to tell w'hether we have a stand-
ard risk or not.

Mr. Hart. I'm glad I tried to indicate some understanding about
the economics about these insurance companies. If you identify as a
"red star" district a district wliere people get sicker more often, I can
understand why you want to know that. But it also raises for all of us a
question, well, how can we make provision for those very areas which
are most
Mr. Lancaster. That's what they are, sir. They're districts that

have the higher loss ratios.

Mr. Hart. Mr. Sharp asked me to ask you how do you use loss
ratio in that answer?
Mr. Lancaster. It's the ratio of claims to premiums.
Mr. Hart. Senator Gurney.
Mr. Gurney. Thank you. Pursuing that subject a little more, if

you included these people who lived within the "red star" district
or some of these people in the categories the chairman has enumerated
here as being either excluded or substandard risks, how much would
that increase the premium cost to the other policyholders? Can you
gi^•e us anv estimate of that ?

Mr. Siegfried. It's difficult, almost impossible to reduce it to a
figure. Persuading the American people to buy health insurance is not
an easy matter. It requires a great deal of effort, and the large amount
of insurance is in force because some people have found other people'
to pay for the cost of it.

We have, for a long period of time, recommended and advised a
much broader kind of coverage than people are either willing or able
to pay for. So, this is a continual struggle to construct plans and prices
that people are willing to pay for. And this is a very del irate lialance,
and it's a matter of judgment, of course.
But based on the information we have, inclusion in the covered

group of people living in these districts, or people falling on the border-
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line between the excluded and the acceptable risks, would increase the
costs sufficiently to make the price unattractive to people.

And so, as you raise the price, you diminish the number of people
who will be willing to buy it. And this is the essence of the business
problem.
Now, all of this comment has been in the area of individual insurance.

I should hasten to draw attention to the fact that this is a relatively

email part of the total of medical insurance which we're talking
about.

In the group area, because we are bringing large groups in, we can
be less concerned about the inclusion of the borderline risk.

Mr. Gurnet. That's the next question I was going to ask. What is

the percentage of your business which is group business and that which
is individual business ?

Mr. Siegfried. Mr. Thomas has shown me a figure here that is 85

percent as group and 15 percent as personal. I would have had to think
longer if he hadn't indicated.

Mr. Gurnet. So, what we have been talking about here is the 15

percent portion ?

Mr. Siegfried. Yes ; but I don't mean to diminish the importance of

trying to make insurance facilities available to people who are not
associated with groups.

Our efforts to develop individual policies, have been aimed at trying

ways and means of making a policy available able at a price that those

people can pay.

Most people who are covered under a group policy have the advan-

tage of having their employer pay part of the cost, or the employer
pays for the cost of administration, which the person under an in-

dividual policy doesn't have.

And so, we have to be ever so much more careful to tailor the plan
in a way that makes it an acceptable product.

Mr. Gurnet. But as far as group is concerned, we'll say perhaps your
company insures General Motors or some other large concern like that,

all within that group. All of those employees covered by the insurance

policy, whether they were good risks or bad risks, would be included,

is that right?
Mr. Siegfried. We'd make no distinction; yes, sir. The fact that

people are employed is a very important element of selection in the

first place. People who are insured under an employer's group are, for

the most part, people who are working, at least, when the plan goes

into effect.

Mr. Gurnet. I suppose these categories which Senator Hart men-
tioned before, some of these may be included in some of those group
policies, is that right ?

Mr. Siegfried. Yes
;
yes indeed.

Mr. Gurnet. In other words, if you've got a shoeshine boy in the

General Motors plan, he's covered by the policy ?

Mr. Siegfried. That's right.

Mr. Gurnet. Again, back to the original question though, I under-
stand, and I'm sure all of us do, the competitive aspects of trying to

market a health policy or anything else, and it comes to the poiiit of
price where people resist.
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Again though, is there any ballpark figure that you can give that

would increase the premium if you included all of these substandard
risks?

I know you said it would be more, and in your opinion, people would
resist the cost of the policy, but I'm saying, can you give any estimate ?

Mr. Siegfried. Well, it would't be a responsible response if I did. I

would hazard a guess it could increase costs 50 percent or even more.
Mr, Gurnet. It would be a substantial increase.

Mr. Siegfried. And I would like to emphasize that we're dealing

not only with the problem of medical impairments, but we're dealing
with ability to pay. And one of our difficult problems in marketing
individual insurance is the fact that people take out a policy and then
they let it lapse.

Now, we tiy to do business with people who can continue their in-

surance because this matter of taking out insurance and letting it lapse

is a costly matter. I's a wasteful thing. We try to avoid it.

If we let down the bars and we take many of the occupations you
listed tliere and people who have borderline economic status, the lapse

rate—the cost of dealing with the failure to pay—would be a very
considerable amount. And it's particularly in that area that I'm un-
able to make an evaluation to respond to your question.

Mr. Gurnet. Incidentally, this is a matter of curiosity for me, but
Senator Hart mentioned about the insurance companies betting on
somebody's healh. And I suppose if they were in an ideal situation,

they'd get all policyholders that never had a health claim.

Mr. Siegfried. Well, I disagreed with that. I said that's not the
Mr. GuRNEY. Just to i-eintroduce the subject again, how many claims

do you pay for health in your company ?

Mr. Siegfried. Do you mean dollar volume ?

Mr. (turney. Both claims individual and dollar volume.
Mr. Siegfried. It's somewhere over a billion and a half dollars a

year that we're paying out. I could provide you with the exact figure,

but that's roughly the magnitude.
Mr. Thomas, that's it.

Mr. Lancaster, That's group and individual.
Mr. Siegfteld. We're dealing with a large cross section of the

American people. We're dealing with all kinds of risks in all parts
of the country.
Mr. Gurnet. I just wanted to bring out that the betting you do

that somebody is going to be healthy isn't all that good. You're paying
out a billion and a half in claims each year.

Mr. Siegfried. We feel that's what we're in business for.

Mr. Gurnet. Earlier, in some of the testimony here, the question
came up as to whether the consumer really knows what he's getting
when he purchases an insurance policy. That's often a charge leveled
at the insurance company, that they are bilking the customers be-

cause the customers really don't know what they're getting. Could
you comment on that, as far as health insurance is concerned and as
far as your company is concerned? What do you do to help inform
potential purchasers of what they may be buying, or perhaps of what
they ought to buy ?

Mr, Siegfried. I can speak, most certainly, from my own expe-
rience in what we have tried to do. And we acknowledge that it's an
uphill struggle to inform people adequately.
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We try in the first instance to make our policies understandable.

T TTorked on contract drafting for a long time, and I was exposed

to a lot of criticism for obscure wording, but it's not easy to define

precisely what you mean without using more words than some people

think are necessary. But I assure you that great effort is exercised

in the first instance to draft clear-cut policies. Now, some of this in-

volves a concept of not making the plan too complicated, keeping

the plan reasonably simple so it is comprehensible to people, quite

apart from the words you use.

We try to be very careful in the training of our agents and in the

literature that we give them.
As Mr. Thomas indicates, a very important part of our business is

our group plans. And here, we work with employers to provide posters

and leaflets and things which will inform and help peo[)le inform

themselves as to what they have.

We have every desire to have people understand what they have

because the troubles arise when they don't know what they have. And
the best way to go about this is to inform them in the first place in

advance, and not wait until there's a claim or some difficulty and
then have the misunderstanding develop at that point.

So it's, again, a never ending process, but I assure you that a great

deal of attention is given to this and it is a matter of thoughtful con-

cern at each step of the way.
Mr. Gurnet. What you're saying, I suppose, in other words, is

that the satisfied customers go to make health claims and get them
paid at least reasonably satisfactorily in their ov^-n minds is, that

is much better for your business ?

Mr. Siegfried. That's right. They certainly are.

Mr. Gurnet. We had long discussion here at one of the hearings

about cost of health care. Not the cost of insurance premium or insur-

ance policy, but cost of health care generally.

We all know that these costs are going up, and I know Mr. Wood-
cock, who testified here on behalf of United Automobile Workers was
very critical of insurance companies in this area, trying to—they made
no effort to control health costs.

Would you care to comment on that ?

Mr. Siegfried. Yes, I would be very pleased to. And I have attached

as an appendix to my statements, a fairly long description of the many
things that we have been doing, growing out of our concern for what
can we do to keep medical care costs down.

This is an incredibly complex matter we're dealing with. We have
to recognize that medical science is not static. We have been experienc-

ing over the last several decades a great increase in medical knowledge,
new teclmiques, new drugs, new—all sorts of things for dealing with

all the many different kinds of health conditions that exist.

Now, most of these new things cost money. Is this good or bad?
Should we discourage discovery ? Should we discourage the advance-

ment of science, or should we try to work with it? Well, we've been
trying not to discourage scientific development, but this has contrib-

uted immeasurably to cost.

There's been a trend over a long period of time toward utilization

of hospitals. Many years ago, hospitals were resorted to only rarely

in the last extreme. We're now in a period where most every condition
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seems to need treatment in a hospital. There are not many people who
are willing to say that that's a worse kind of treatment than treatment

outside of the hospital.

The new science seems to call for treatment in the hospital, as con-

trasted with treatment in the doctor's office. But we have been meeting

with doctors and consumers and others trying to wrestle out what is a

good way of finding a balance between treatment in the high cost hospi-

tal and treatment outside of the hospital. We currently are urging and
encouraging experimentation, investigation of whether we can deal

with many situations outside of the hospital on an ambulatory basis

just as effectively as in the hospital.

I referred earlier to this experimental program we're involved in at

Washington University in St. Louis. There are a number of others.

We think ours has some attractive features that others do not have,

but there's a lot of experimentation going on, trying to find better ways,

less costly ways of dealing with medical care conditions.

And as yoii'll see from this summary that I've provided, we've been

involved in this very deeply, consulting with all the people who might
have anything to contribute.

Unfortunately there's conflicting viewpoints among the profes-

sionals. And it's not as though we are sitting back indifferent to what's

going on. We are probing, trying different approaches, different plans,

supporting different experiments to try to find some way of making
the total bill much less burdensome.

So, I think—and I'm speaking here not only of Metropolitan, but of

the insurance business generally—a tremendous amount of work has
been expended over the years and is being expended currently in try-

ing to find good answers to these very, very complex problems.

Mr. Gurnet. The costs of hospital administration itself—I suppose
there are cases where some hospitals are administered well with costs

at the same level, and perhaps others that are not administered so well,

and their costs are considerably higher.

Do you go into this at all ?

Mr. Siegfried. Yes; yes we do. We have some proposals that are

incorporated in our health care program that deal with this matter of

hospital costs, and insist on hospitals operating on predetermined
budgets.

We have a variety of things like that. I think there's no important
area that we haven't probed or dealt with in this search to try to find

better ways of dealing with this difficult situation.

IMr. Gurnet. I remember we also had discussion previously on cer-

tain doctors that perhaps might be overeager to perform certain opera-
tions and, or perhaps more than the necessary services.

How do you monitor such a situation as that, to hold down costs?

Mr. Siegfried. Well, as a result of the experience we've built up
over the years, we have certain norms which we use as a basis for
establishing our premium rates initially.

In other words, we have a pretty good notion as to what kind of
costs and utilization we should expect in advance. Now, if actual ex-

perience shows that more people are going to the hospital than we
expected, or they're staying longer or the doctors are charging more
than we expected to pay, or there are more visits of one sort or another,
then we have a variety of skilled personnel that we bring into play
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to look over what is going on, to probe as to what may be the cause of

the high costs.

And frequently, it's because somebody hasn't been paying as much
attention to what's going on as possible. Sometimes the causes are very

complex and there's not much you can do about it. It reflects some-

thing of a basic condition in the group.
Mr. GuRNEY. One more question, Mr. Siegfried. We've had testi-

mony also, last time we met, on an organization known as the Medical

Information Bureau. Has this been touched upon earlier ?

Mr. Hart. (Shaking head indicating "yes")

.

Mr. GuENEY. And there was some question as to whether the infor-

mation that was fed into this Information Bureau would be accurate

or inaccurate, and then, of course, acted upon by insurance companies
to the detriment of the individual if the information was inaccurate.

Could you go into that and explain a little about how your company
uses this?

Mr. Siegfried. I'd be very happy to. And Mr. Lancaster here is even

more familiar with it than I am, and if I say something that's not

right, or inadequate in my reply, Ed, I'll call on you.

But very briefly, I would first like to draw attention to the fact that

this organization is a mechanism for helping us in underwriting and
determining whether people are properly classified for insurance or

not.

If anyone had a good memory and was careful in responding to our

applications, we wouldn't need any agency of this kind. But unfor-

tunately, people have a way of forgetting, and you can't always tell

whether it is willful or just accidental. We do find that in a sufficiently

large number of cases, people do not bring to our attention informa-

tion they should, so that we can make the kind of evaluation that is

appropriate if we're going to deal with those people on a fair basis.

The Medical Information Bureau functions merely to provide an
alert or a flag, if you will, to the underwriter, that somebody else

has found something that has not appeared in the answers by your
particular applicant. This is a cooperative arrangement between un-

derwriters to make available a common source of alerting. Now, under
the system as it's setup, all we look to the MIB for is this alert.

If there is a code, or condition, then we're in a position to pursue a

line of investigation or not, as we choose. But the information that's

in the system is of a very sketchy sort, and not intended to be detailed,

intended merely to be a flag to the underwriter.

And similarly, the information we feed into the system is on a very

sketchy coded basis. So, there

Metropolitan Life : Medical Impairment Guide for Hospital, Surgical and
Medical Expenses Underwriting

This shows even though a person's current blood pressure reading does not
call for loading of premium, the evaluation may be affected by a previous MIB
history of blood pressure.

15. Blood Pressure

The rulings for blood pressure ratings are intended for current readings or
readings within a year. We cannot arrive at a rating for a level of blood pres-

sure determined over one year ago. In cases where we need a current reading,
we must order a medical examination requesting the examiner in all cases to
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send a urine specimen to the Home Office. The Underwriter should request a

"Thiazide test" by the letter "T" in the appropriate place. The Underwriting

Services Section will then prepare a label for the specimen bottle in the manner
necessary to make sure that this chemical test is made. When he report is

received, it should be referred to the Medical Division.

Even though the current reading does not call for a rating, the evaluation

may be affected by a previous MIB history of blood pressure or by a history of

treatment for blood pressure. Such cases are to be referred to the Medical

Division.
If a hospital statement indicates a diagnosis and treatment for a condition

other than elevated blood pressure, but shows an incidental elevated reading,

this may be a temporary reaction incident to the primary illness. Such his-

tories should be referred to the Medical Division.

16. Diabetes

If the application indicates medical treatment within a year and that the

onset was after age 15, we may proceed to order a 281 form. If the treatment

in the application is more than one year ago, we should decline. When declining,

we should write to the District Office as follows :

"The application indicates that has diabetes, but has not received medi-

cal treatment since . We can consider only those diabetics who are under
adequate control and this cannot be assumed unless a physician is consulted

periodically, preferably at intervals of no longer than six months."
However, if there is doubt about the diagnosis, we can get a 281 even though

the treatment is over a year ago.

]\Ir. GuRNEY. Let's take an example. Perhaps it doesn't go into the

health policy field, but I think it will, perhaps, illustrate.

Let's say some customer came to you and asked to take out a life

insurance policy and you asked a bunch of questions, among which
was, perhaps, a question of whether he ever had any heart ailment or

illnesses, and he said he had not.

And then you get the information from the Medical Information
Bureau, and it turns out that he did have a heart attack maybe 5

years ago. So, then what would you do ?

Mr. Siegfried. We would get from the MIB code, or a note that

somebody had found that some heart condition, existed. Now that is

a flag to us, that is an alert that there's something there that we haven't
gotten. Then we proceed to make an investigation, to go back to the

man's doctor and/or the hospital or whatever seems appropriate
under the circumstances, to ascertain the correctness—or the incor-

rectness—of the code.

If it proves that he did actually get some treatment, had a condi-
tion that we were not aware of, we are then in the position of being
able to verify it.

And on the other hand, if our investigation revealed that it was an
error, that this alert was incorrect, then we would have an obligation
to feed that information back to the information Bureau to get the
record straight,

Mr. GuRXEY. In other words, you don't turn down his claim be-
cause you have thoroughly checked that point out?
Mr. Siegfried. That's our practice

;
yes, sir.

Mr. GuRNEY. I have no further questions at this time.
Mr. Siegfried. Mr. Lancaster reminds me that in order to keep

things fairly current, the records are wiped clean every 7 years. Any
history or record of an occurrence prior to 7 years has been wiped
off.

Mr. Hart. Mr. O'Leary.
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Mr. O'Leary. It's my understanding, sir, that the Metropolitan
insures the General Electric employees. Is that one of your group
contracts ?

Mr. Siegfried. We have the medical expense insurance contract
covering General Electric employees

;
yes, sir.

Mr. O'Leary. And I would imagine the benefits covered under
that plan are quite extensive ?

Mr. Siegfried. That was one of the early, maybe the earliest com-
prehensive plan of which I have knowledge.
Mr. O'Leary. Well, could you give us an idea of the nature of

the benefits that are provided under that plan ?

Mr. Siegfried. I could, but Mr. Thomas is much more closely

related to that. I'd like to give him the opportunity to respond to that.

Mr. Thomas. Thank you. In brief, the plan provides for full semi-
private care for 365 days, and I believe it provides full payment of
surgical fees on a reasonable and customary basis.

After that, after a simple $50 deductable paid, I believe, 80 or 85
percent of all covered medical expenses, that is, all types of medical
expenses except for a few exclusions, up to a maximum of $100,000
in benefits.

Is that enough detail ?

Mr. O'Leary. For the benefit of the record, what about dental
expenses ; would the plan cover that ?

Mr. Thomas. Dental expenses ?

Mr. O'Leary. Yes.
Mr. Thomas. It covers a range of dental expenses; yes, since the

last negotiation.

Mr. O'Leary. Would such things as drugs
Mr. Thomas. Prescription drugs, drugs requiring prescription

from a doctor, have been covered since 1955
;
yes.

Mr. O'Leary. And would X-rays or private nurses, if needed, be
covered by that kind of a plan ?

Mr. Thomas. Yes, sir. Yes, sir. Have been since 1955. I don't want
to repeat that but
Mr. O'Leary. Now, suppose one of those employees loses his job,

and I imagine there's some sort of an opportunity that he has to

convert from group to an individual policy ?

Mr. Thomas. Yes ; he has.

Mr. O'Leary. And can you give us an idea of the benefits wliich
would be offered to liim under an individual policy?
Mr. Thomas. As I understand it, there would be—yes, I'm not that

familiar with conversion.

It's quite a liberal hospital surgical policy. And we also have a
comprehensive individual policy which we make available for con-
versations.

Mr. O'Leary. Am I correct in assuming that because he would now
be asking for an individual policy, the range of benefits would be con-
siderably less ?

Mr. Thomas. I don't know if it's considerably less, but it would be
less.

Mr. O'Leary. And I would assume also that he would pay more since
he was now paying for an individual policy ?
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Mr. Thomas. Yes, lie would pay the entire cost, whereas under the

group insurance policy, the corporation pays the entire cost of the in-

dividual's insurance, and the employee and corporation share m the'

cost of the family coverage.

Mr. O'Leary. Now, I believe there was testimony earlier to the

effect that if a man is employed that, in and of itself says something

as to his risk classification. Namely, if he is employed, he is likely ta

be a reasonably good risk ?

Mr. Thomas. At least he's not in a current state of ill health.

Mr. O'Leary. So, depending upon the reason as to why he lost his

job, he may risk not being able to get any insurance at all?

I\Ir. Thomas. No. If he lost his job, if he terminates employment,

he has conversion privileges.

There are provisions for a temporary continuance if he is just laid

off. But if he loses his job or terminates employm.ent, regardless of

cause, he has a right to convert providing he applies within 31 days.

Mr. O'Leary. All right. With respect to some of the materials that

you were kind enough to provide to the staff, we note that you have a

printed form letter with respect to claims that are rejected.

And as I understand it, this is a computer printed form letter, one

of which reads as follows: "Your recent claim has been given our
careful attention. Our records indicate no insurance was in force

at the time the disability occurred, and therefore, no benefits are

payable."
Could you give us a rough idea of approximately how many of

these letters you'd send out in the course of a year ?

Mr. Siegfried. No, I don't have that figure in mind. I could try

to get it, but I don't know. Do you have it. Bill ?

Mr. Thomas. No, I don't.

Mr. O'Leary. Well, if you could supply it for the record—I take it

because it's a computer printed form letter though, this is a common-
place occurrence. And my question is, do you feel this is because the

people don't understand the policy, the coverage under their policy,

or that when they're sick, they just want to sort of test the water and
see if the policy covers it ?

Mr. Thomas. I think the fact that a computer printed form letter

is used doesn't signify that any great number of them is released.

Many of our group medical care claims and also our siclaiess and
accident claims are paid by computer, so this is just a matter of pro-

duction of the system, and does not indicate a great number of denials.

Mr, Siegfried. Let me hazard a comment here that the fact that

this is a computer form has been referred to in a way that suggests

it is something less than is appropriate. We have a constant tug of
war to find more efficient ways of processing all the paperwork. Being
able to deal with the medical expense insurance claims by computers
has been regarded as a great advance not only in facilitating the pay-
ment of money, expediting the payment of the claims, but also in

doing it at less cost and thereby reducing the cost of insurance.

Mr. Lancaster. Could you just repeat that language so we're sure

that we respond correctly to you? I just want to make a note—the

language.
Mr. Hart. I think what we're after
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Mr. Lancaster. I know what the language is on the form letter,

but if Mr. O'Leary could just repeat it so I can make a note of it to
be sure of the response.

Mr. O'Leary. "Your recent claim has been given our careful atten-
tion. Our records indicate that no insurance was in force at the time
disability occurred, and therefore, no benefits are payable."
- Mr. Lancaster. All right. That's fine.

Mr. O'Leary. I'll defer to Mr. Sharp, Mr. Chairman.
Mr. Sharp. Thank you. Mr. Siegfried, we noted from your various

programs set forth in appendix 1 of your statement, your company
has since 1909 shown great concern for the welfare and safety of the
American peoi^le. And you spell out that health education, "good
personal health and living habits" in appendix 2 of your statement help
people help themselves contribute to preventive care.

Isn't it true, Mr. Siegfried, that diagnosis and early treatment can
also contribute to preventive health care ?

Mr. Siegfried. I would agree with that. It could. It could.
Mr. Sharp. You would say it would ?

Mr, Siegfriij). I'll agree that it does, or I think it does.

Mr. Sharp. You believe that private companies must find ways to
eliminate financial and other barriers to the patient seeking early and
comprehensive medical treatment?
Mr. Siegfried. Yes, I think so.

Mr. Sharp. Do you feel that the doctor or the patient controls the
utilization of medical facilities, practices and costs ?

Mr. Siegfried. Yes, I think I have to. Insofar as I understand you,
I think I'd agree with that.

]\Ir, Sharp. You'd agree that it's the doctor?
Mr. Siegfried. The doctor has an important role in determining the

utilization of medical services.

Mr. Sharp. And their costs ?

]Mr. Siegfried. And their costs, yes. Well, yes, yes.

Mr. Sharp. Then you'd agree that it's the doctor who decides wheth-
er a patient goes to the hospital, which, from testimony received here
before tlie subcommittee, is one of the most expensive places for treat-

ment, or receives less expensive treatment on an outpatient basis?

Would you
Mr. Siegfried. Here's where I think—I don't know just the line of

your thought or questioning here, but here's where we encounter a very
interesting development in our history.

I tried, in my testimony, to show that at the early stages, we were
preoccupied with hospital treatment and care, and people took out
insurance against the cost of hospital confinement. The fact that there

was hospital insurance available encouraged both the policyholder and
the doctor to utilize the hospital, and so we've moved into this era,

when people are using a large amount of hospital services.

But now, we are aware of the cost consequences of this line of devel-

opment, and now we're groping around for ways to reduce that cost.

So people are concerned now, both doctors and patients, about having
insurance that covers cost of medical services outside of the hospital

as well as within the hospital.

And I think this is a process in which both the consumer and the
doctor play an important role. Maybe at one time or another one is

superior, but they're both working together.
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I -would agree with you that, overall, we're looking for ways and
means to help people to live and behave in a way that will minimize the

utilization of medical services—not only because it costs less, but be-

cause everybody will feel better if they take better care of themselves.

Mr. Sharp. In your statement you emphasize your companjr sup-

ports deductibles and coinsurance. How can deductibles and coinsur-

ance control health utilization and the costs placed on the patient

when it's really the doctor, not the patient, who controls the utilization

and the costs of those health services.

Mr. Siegfried. Well, you're dealing there with one of the areas in

which we don't have all of the final answers, or don't know all that is

operating.

Some people felt that the use of deductibles and coinsurance does

involve the consumer, the patient, in the decision as to what kind of

care he gets, and how much. I'm inclined to think that the more im-

portant aspects is that it is a way of transferring the utilization of the

insurance dollar from the less important case, the less severe case, to

the catastrophic type of case.

We have been strong advocates of insurance that does a good job

for the severe catastrophic type of case, and the coinsurance principle

and the deductible device have that effect.

Mr. Sharp. But you would agree, I take it, that once the patient

—

a person is in the medical system, it's the doctor who is controlling

this entire process ?

Mr. Siegfried. The doctor has a very important and leading role, I

would say. He has this whole role. And this reflected in current efforts

of consumers to have a greater voice in what goes on. They cer-

tainly have a greater voice if they're covered under comprehensive
plans, than if they're covered under plans that favor one kind of treat-

ment or another.

Mr. Sharp. On page 7 of your statement, you mention that the

underwriting "process has a collateral advantage of providing an in-

centive to individuals and groups to do those things which will con-

tribute to improve their risk characteristics."

Does your company believe that the individual consumer alone,

or as part of a group, is really in a position to judge and influence

the quality and quantity of health care ?

Mr. Siegfried. Well, it's a matter of judgment, but when all parties

involved work together and have a concern for the end result of

their actions, we observe different results taking place.

And so, working in an atmosphere where people don't seem to care,

or they seem to be unaware of what's going on, we observe high costs.

If forces are operating which make people conscious of the cost of

their action, we find the experience improves, and so, we find it help-

ful not only to have the individual workers, the individual people,

who are covered, interested in what's going on, but having their em-
ployers interested too.

We get remarkably wide variations in experience depending on the

interest of people and what's going on. If there's a dollar advantage
in having favorable experience, that seems to spur people to have an
interest that they don't otherwise have.

Mr. Sharp. Each commercial health insurance company that has
come before the subcommittee, generally, has talked about com-
petition among insurance companies as increasing efficiency.
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Now, health insurance premiums, as you point out in your statement,
are made up of, first, health care provider costs, and, second, admin-
istrative expenses, profits, taxes, resulting from the particular com-
pany commercial health insures.

I take it we really have no quarrel with the proposition that com-
petition among insurers may drive down claim and administrative
costs under the insurance indemnification type of system that we're
talking about.

The point is, however, that the consensus on the premium dollar
with respect to group premiums, group premiums in 1970 were 7 bil-

lion out of the 9 billion commercial health insurance premium dollars
for reimbursing medical costs.

This 90 cents is what is not being controlled under the present system
because competition isn't working with respect to doctors and hos-
pitals. In fact, it's driving up those costs.

Just how are we to effectively control doctor and hospital service
costs ?

Mr. Siegfried. That's a question you're directing ?

Mr. Sharp. Yes, sir.

Mr. Siegfried. Competition works in a variety of ways, as I tried
to say earlier in my statement. There's competition among a variety
of concepts.

People have been favoring policies and plans that are heavily
oriented in the direction of hospital and surgical benefits. We have
endorsed the broader kind of comprehensive coverage.
There are some who feel very strongly that a good medical plan

should pick up and pay from the first dollar of expense. There are
otliers of us who favor a type of plan that doesn't pick up for the small
amount, and pays for the catastrophic case a more helpful type of
benefit.

These different types of plans involve different administrative costs
and procedures, and this is the area in which there's a lot of com-
petition.

And, well, different people have different views as to what is emerg-
ing from this. But we think that there are many lessons being learned
whicli are operating to favorably affect cost.

I would say myself, I feel that the comprehensive type of plan
has emerged as the desirable type of plaii that on balance, makes bene-
fits available at a lower cost than, say, a first-dollar-hospital-only
plan.

Mr. Sharp. ^Vliat you're really referring to
Mr. GiTRNEY. If you will withhold a few minutes, Mr. Sharp, Senator

Hart had a prior appointment, and now I have one. So, we'll take a
short recess.

(Wliereupon, a brief recess was taken.)
Senator Gurnet. The subcommittee will come to order. Mr. Sharp,

I think you were questioning?
Mr. Sharp. Thank you, Senator.
Mr. Siegfried, we were at the point where you mentioned various

systems, I believe, one being the indemnification insurance system as
we know it today. Various systems are competing or vying with one
another as a method of delivering care and financing that care.
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You were mentioning that your company has been furthering com-
prehensive insurance plans which are basically the indemnification
plans with with j^ou had made some inroads and you were attempting
to, as you spell out in your statement, offer a prepaid group practice
alternative under a group insurance plan—group indemnification re-

imbursement plan.

I take it you sort of are advocating in your statement that the pre-

paid group practice plan in order to make it more attractive, because
there are more benefits, the price may be more than the group insur-

ance premium, you suggest that the prepaid group practice plan adopt
deductibles and coinsurance in order to allow it to compete, I gather,
with the group insurance.

Is that a fair summation of what you are really getting at?
Mr. Siegfried. We are saying different people have different views

as to what are the most effective and desirable ways of doing it. Some
people think prepaid group practice is superior to the other types of
insurance approach, but the fact that we were not making available
our insurance plans to cover it was regarded by some as inhibiting
the experimentation with prepaid group practice. What Mr. Thomas
is very proud of is the arrangements that he has been able to work out
so that people in a given locality can utilize the services of both—of
a group practice facility, either on a prepaid basis or using their
insurance.

Bill, probably you want to comment on that. I regard this as one
more indication of a desire on our part to try to make different ap-
proaches available to meet the different views of our consumers. We
hope that out of the experience, people will learn something that will

persuade them that one way is preferable to the other.

Mr. Sharp. I think your answer is responsive, I think it is in the
statement. Your rate books and manuals indicate, you surcharge many
individual policyholders insurance, baby groups, I guess they are
called. You surcharge them when they have medical impairments. Is
that true ? Is that a fair statement ?

Mr. Siegfried. That doesn't sound right to me.
ISIr. Lancaster. No, we don't ; that's not a fair statement. We don't

surcharge on the basis of medical impairment in the baby group.
Mr. Sharp. How about individual policies ?

Mr. Lancaster. The individual policy, we have some set standard
premium rates for a limited number of individual impairments. Un-
fortunately, we have not been able to figure out how to extend this

beyond this. There are no surcharges in the baby group area based on
impairment.
Mr. Sharp. Under the proposal we talked about here, in answer to

many of Senator Hart's questions, this so-called Burleson-lSIcIntyre
proposal which your company sponsors, how would the individual
person be treated where he couldn't obtain, a group policy—that is, he
wasn't working for an employer who would be offering the type of
group policy specified in the bill ?

Mr. Siegfried. Very briefly and broadly, the concept there is that
plans would be set up in the respective States to which the individual
could turn if he was unable to get insurance from the company di-

rectly within certain premium ranges.
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Now, the exact details would have to be worked out as to the circum-

stances under which you would qualify for insurance in the State pool

and the circumstances under which you would be required to work
through an individual insurer, but that's the basic idea, that everybody

would be assured of getting insurance of some sort. Those who couldn't

buy it within a certain price range from a private insurer could get it

from the State pool.

Mr. Sharp. During your testimony, you mentioned availability at

the proper price. According to the legislation (Burleson-Mclntyre),

cost to a husband and a wife with two children—these are "well" peo-

ple, it would cost them $1,150 for an individual policy, at least accord-

ing to the House Wfiys and Means Committee.
If a father in a family of four (husband and wife and two children)

had a medical impairment, he couldn't get into a State pool under your
plan. He couldn't get into the State pool provided under the bill unless

he was rejected by three companies who wouldn't write this father at

two times or less the normal premium.
This means a policy could cost a family of four $1,150 a year for in-

dividual policies. This is the scheme, is it not, as set up in this bill,

basically ?

Mr. Siegfried. That's right.

Mr. Sharp. How could a family with the average income (a family
of four) according to the Department of Labor, earning $9,000 a year

—

60 percent of our families still earn under $10,000 a year—how would
these people afford $1,150 a year if they were impaired?
Mr. Siegfried. We are shifting our attention from the medically im-

paired to people who are economically unable to pay the cost of in-

surance. The health care program for the seventies deals with both
categories. There are three really ; the so-called poor, whose earnings

are below a level at which you couldn't expect them to pay anything

;

the near poor, who could be expected to contribute only part of the

cost ; and the group of uninsurables.

The uninsurables will include some people who could pay their

way, some people in very fortunate financial situations who are dis-

abled or have severe medical impairments but who nevertheless could
pay this—whatever the appropriate cost is.

You also have the uninsurables who would need help because of
financial considerations.

So the concept of the Mclntyre-Burleson plan covers the whole
spectrum of categories.

Mr. Sharp. Under the bill, the demarkation point is $5,000 or $6,000.

We are talking here of a family who doesn't fall into the category of

needy—we are talking about the average person like the woman
who appeared here this morning.
We are talking about the average person who is working, earning

$9,000 a year. Are you suggesting that the limits of the Burleson-
Mclntyre bill should be raised to cover people earning $9,000 or
$10,000 a year?
Mr. Siegfried. I think it's worthy of debate and discussion as to

where the dividing line should be drawn between people who should
be expected to pay their own way and those who need help. Perhaps
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the line is drawn too low, but the higher you raise it, the cost prob-
lems become very formidable.
Mr. Sharp. In your statement, you say that as to large group

policies, the advantages of bulk administration are relatively more
significant. Today, administrative costs of commercal life insurance
companies alone are around $2 billion. Is it the logic of your position

that the larger the group, the less the administrative costs and thus
nearly everyone who needs health insurance should be in one joint

group ?

Mr. Siegfried. No, quite the contrary, for a whole variety of con-
siderations. We have so many points of disagreement as to what kinds
of medical service should be covered, who should pay the cost, all the
details of the construction of the plan that I've referred to.

People don't agree on what areas of medical expense should be
insured and what shouldn't be insured. If everyone agreed, then it's

conceivable to think in terms of a global plan, but as I tried to point
out, our whole history up to this point is that there are wide differences

of view as to what kind of medical expenses should be dealt with by
insurance plans in the first place, and what degree of insurance is

appropriate.

Some people prefer to take a minimum of insurance and take their
chances. Some people are more cautious and seek a broad amount of
coverage and are willing to pay substantial premiums to have that
protection.

Tliere may come a time where we are so close together in our think-
ing that a global plan may be acceptable. I think we are a long way
from that point of view at this stage in our history.

Mr. Sharp. Your company is one of the largest writers of individual
life insurance ; is that right ?

Mr. SiEFRTED. Yes. We have more individual life insurance policies

in force than any other company.
Mr. Sharp. In the individual life insurance field it is extremely

important, as opposed to group life insurance, that your company
have a physician examine me if I am an applicant. You have physicians
around the country, do you not, who will examine an applicant ?

Mr. SiEGFR^iED. That is right. We don't utilize the services of a

doctor in connection with our imderwriting of every single life in-

surance policy. There is a vast amount of underwriting of the so-

called nonmedical kind. We are trying not to use doctors unnecessarily.
Mr. Sharp. "\^niat I am getting at, you do use doctors, you have to

rely, for the indi\'idual life underwriting, on that doctor in more cases
than you would in a group.
Mr. Siegfried. Yes.
Mr. Sharp. Thank you very much.
Senator Git^net. Thank you, Mr. Siegfried, and your colleagues.

You have a lot of useful information on the subcommittee's question.
I appreciate it very much.
The subcommittee will be adjourned.
(Thereupon, the subcommittee was adjourned at 3 :55 p.m.)
(Documents relating to testimony follow. Testimony resumes on

p. 1019.)
^

90-319—73—pt. lA 26
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Metropolitan Life,

New York, N.Y., July 10, 1912.

Senator Philip A. Haet,
Chairman, Subcommittee on Antitrust and Monopoly,
U.S. Senate, Washington, D.C.

Dear Senator Hart : There were three points in our testimony where we were
not able to respond at the time in as much detail as your Subcommittee wished.
The purpose of this letter is to supply the details we promised during the hearing.

"Red Star" Districts—Individual Health Insurance

As explained at the hearing, "Red Star District" is our terminology for a sales

district which, according to our experience, produces a consistently higher than
average claim rate.

In 1964 we started an underwriting procedure which required somewhat more
infonnation on applicants in all of these districts as an additional aid in classify-

ing applicants for insurance. Since then, on the basis of our experience, we have
made various modifications in our procedures. Under current practice, the addi-
tional information is required in less than 1.5% of the Red Star Districts.

In all of such districts, we have a system of application testing as follows.
A sample of new policyholders is interviewed within a few weeks after issue of
the policy by a member of a special group of employees which has been estab-
lished for this particular purpose. The interviewer will ascertain that the appli-
cant received the kind of insurance he wanted and that he understood the import
of the questions in the application and the answers he gave to the questions.
If the interview shows that there was not a meeting of the minds between the
applicant and the Company, appropriate action is taken. For example, we will
change the policy or refund any premiums paid and rescind the policy if that
action is called for.

Attached is a list of the current Red Star Districts which shows by State the
particular area in which the district is located. The figures in parenthesis next
to the State means the number of such districts in the State whereas the figures
in parenthesis next to a particular area means the number of such districts in
that area. As was explained during the hearing, the location of these districts
covers the economic and social spectra of the country. Some of the districts
are in the inner-city areas, some are in the middle and upper class urban areas.

Conversion Privilege—General Electric Employees

An employee who leaves General Electric has a choice of several policies
offering different types and amounts of benefits. One plan, for example covers
hospital charges for room and board and special services and surgeon's charges
according to a schedule. The former employee may select hospital room and
board coverage for up to .$50 per day for 120 days and up to .$500 for hospital
special services. Surgery may be covered up to a maximum of $450 depending
upon the type of operation.
A second plan is a Comprehensive In-hospital Medical Expense Plan which,

in addition to coverage for hospital charges and surgeons' charges, provides
coverage for private duty nurses during a hospital stay and for doctors' visits

at the hospital for other than surgery. The plan provides benefits up to a
maximum per individual of $5,000 for one hospital stay or $10,000 for all such
stays. Covered medical expenses are subject to certain deductibles and
coinsurance.

Personal Insurance Claims—Letters of Declination

Mr. O'Leary referred to a form letter used to notify a claimant that we are
unable to accept a claim for payment because there was no insurance in force

at the time disability occurred.
This results from the fact that on occasions a former insured presents a claim

for benefits after his policy has lapsed. As was explained at the hearing, we
process a great many health insurance claims by computer and some of these

claims are denied payment for one reason or another. In all cases, when we
are unable to favorably consider a claim, we provide the claimant with the

reason for our action. Form letters are used on the very simple cases and in

those instances where we believe the reason for refusing payment is quite
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obvious. The form letter mentioned by Mr. O'Leary was sent out in 1971 on
about 100 claims out of over 15,000 claims presented for payment. Percentage-
wise, tbis represents about 0.7% of all claims for disability benefits presented
nnder personal policies.

Sincerely,

C. A. SlEGFEIED.
BED STAB DISTRICT LOCATIONS

Alabama (5):
Anniston
Birmingham (2)
Decatur
Montgomery

Arizona (2)

:

Scottsdale
Tucson

Arkansas (i)

;

Jonesboro
California (9):

Beverly Hills
Chico
FuUerton
Hayward
Los Angeles
San Pablo
Sunnyvale
Ventura
West Lake, Daly C5ity

Connecticut (7)

;

Greenwich
Manchester
New Britain
Xorwalk
Norwich
Stamford
Waterbury

District of Columbia {2):
Florida (9) :

Coral Gables (2)
Fort Lauderdale
Hialeah
Hollywood
Miami
Miami Shores
Tampa
Winter Park

Georgia (5)

:

Albany
Columbus
East Point
Macon
Savannah

TUinois (29):
Belleville

Berwyn
Bloomington
Chicago (15)
Elmhurst
Godfrey
Joliet
Lincolnwood
Oak Park (2)
Peoria
Peru
Rockford
Rock Island
Springfield

Indiana (1) :

Muncie
Iowa (1)

:

Council Bluffs
Kansas (1) :

Pittsburg
Louisiana (S) :

Baton Rouge
Gretna
Lafayette
Lake Charles
Monroe
New Orleans (2)
Shreveport

Maryland (4)

:

Baltimore (3)
Cumberland

Massachusetts (15)

:

Boston
Brockton
Cambridge
Dedham
Dorchester
Everett
Fall River
Longmeadow
Lowell
Lynn
Maiden
Pittsfield

Quincy
Wakefield
Worcester

Michigan (6)

:

Benton Harbor
Dearborn
Dearborn Heights
Detroit (2)
Kalamazoo

Minnesota (3)

:

Maplewood
Minneapolis
West St. Paul

Mississippi (3)

;

Gulfport
Jackson
Meridian

Missouri (7);
Cape Girardeau
Jefferson City
Lemay
St. Louis (4)

Nevada (1)

:

Las Vegas

New Hampshire (3) :

Dover
Keene
Laconia
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ISlew Jersey (2^)

:

Atlantic City
Audubon
Bayonne
Clifton
Englewood
Fairlawn
Highland Park
Hillside
Irvington
Jersey City
Kearny
Linden
Morristown
Newark
Plainfield
Raritan
Rutherford
South River
Teaneek
Trenton (2)
Westfield
Westwood
Woodbridge

Hew York (76) :

Auburn
Binghamton
Buffalo (3)
Cheektowaga
Homell
Latham
Lockport
Middletown
Newburgn
New Rochelle

Ifew York City & Long Island
Bronx (7)
Brooklyn (15)
Manhattan (9)
Staten Island (3)
Long Island (22)
Niagara Falls
Plattsburgh
Port Chester
Syracuse
Tarrytown
West Seneca
White Plains
Yonkers

'North Carolina {1)

:

Winston-Salem
Ohio (5):

Canton

Ohio (5)—Continued
Cincinnati
Cleveland
Columbus
Youngstown

Oklahoma (1)

:

Oklahoma City
Oregon (1):

Portland
Pennsylvania (23)

:

Altoona
Bethlehem
Brookhaven
Camp Hill
Coatesville
Drexel Hill
Eynon
Levittown
Philadephia (10)
Pittsburgh
Reading
Scranton (2)
Uniontown

Tennessee (4)

:

Chattanooga
Knoxville
Memphis
Nashville

Texas {11):
Beaumont
Corpus Christi
Dallas (2)
El Paso
Fort Worth
Houston (2)
Longview
San Antonio
Waco

Utah (1):
Prove

Vermont (1):
Rutland

Virginia (2)

:

Alexandria
Hampton

Washington (3)

:

Seattle (2)
Spokane

West Virginia (2):
Vienna
Wheeling

Wisconsin (2)

:

Milwaukee
Racine

Persoxal Health Insurance Underwriting Aides

Introduction

The trainee learning to underwrite Health Insurance faces a severe challenge.
He must remember, and use, a large number of rules and apply them with judg-
ment and accuracy. He will have to acquire a degree of accuracy he once thought
impossible. His job is more than clerical, since he must make decisions which
bind the Company. This book will tell you the basics of this exciting job. You will
find more detailed procedures elsewhere.
The function of the Underwriting Department is the selection of risks, and

this means that some unfavorable decisions must be made. These decisions will
affect the attitude of a great many people toward the Company and the insurance
industry. The man who has been rejected, quite naturally feels resentful, not
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only because he did not get the policy, but because his pride or self-esteem is

injured. He may feel that, having been rejected once, he will never 6e able to

obtain insurance again. He should be told the reason, for his peace of mind. This
can be done in all but a very few cases where we cannot reveal the source of our
information and those few cases should be referred to the Chief Underwriter.

If the decision is based on a mercantile report, we are required by Federal law
to so inform the applicant and there is a special procedure to follow. If an ap-
plicant wants a more specific reason than "medical history", we can tell him
(but not the Agent) by means of another special procedure.
Whenever we cannot approve as applied for, we should offer every possible

alternative or mention that we could reconsider at a later date. We must avoid
delays by starting any necessary inquiries at the earliest date possible. We have
an obligation to the Agent to process his applications quickly and efficiently as
we don't want to be the cause of any loss of commissions that might result from
delays or improper handling.
Health insurance, more than any other form, is subject to selection against

the Company. That is, those persons who have reason to expect medical expenses
or to be disabled are those most likely to apply. The object of the Underwriter
is to select average risks, that is, those applicants who will produce the expected
claim experience and to avoid claim losses which are, to a great degree, foresee-
able. However, we cannot be overly cautious and cause delays and expense un-
necessarily.
The ultimate in Underwriting is to make an accurate judgment on very meager

information.
This shows the importance of the M.I.B. record to health insurance under-

writers.
MEDICAL UNDERWRITING

The medical phase of Underwriting can be the most interesting, but it is the
part for which a trainee is least prepared.
On the basis of past experience, we have established rules, practices and

guides. To learn these practices and to recognize the areas in which flexibility
is permitted requires a great deal of knowledge and experience. Clearly a good
basic knowledge of anatomy is important. The trainee should supplement his
instruction by outside reading of appropriate books. When we review an
application, the first medical problem may be the M.I.B. record on the back of
the work sheet. It must be determined if the record will afford our underwriting
and whether its further development is necessary.
The Underwriter should study the M.I.B. code book for an understanding

as to the use of the codes. Sometimes reference to this book clarifies the code
shown on the work sheet by indicating the category of the history or its severity.
It must be remembered that the code report of another company cannot be used
in coming to an adverse decision but instead is to be used as a guide so that
we may develop usable information independent of the report.

Blood pressure readings may be listed in the M.I.B. record or we may get
readings from a medical statement or examination. To find the significance of
a recent blood pressure reading, we must refer to the Medical Impairment Guide
and the tables which assign a point value to various readings. Even if the
current reading is satisfactory, the previous readings must be considered. A
similar procedure is used for overweight.
The answers to questions 11-12-13 are the principal sources of medical

history in the medical expense application. Part B of the disability income
application contains the questions relating to medical history for that form of
insurance.
The decision as to whether to order a medical statement is the most difficult

problem an underwriter faces. He must decide not only the medical significance

but also whether the answer is an attempt to minimize a serious history. If he
does the easy and safe thing—to order a statement on every history, he will

cause extra delays and expense which will result in complaints, loss of business
and extra work. If he does not order one when he should, the Claim Section

may be compelled to pay an unjustified claim. The courts have held the com-
panies responsible when they choose to accept an indefinite answer without
investigation. After initial instruction, the new underwriter will become familiar

with the more common medical conditions.

After being flagged by M.I.B., the procedure is described.
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To show that a policy is to be issued with a rider, a mark (1) must be placed"

in Box 12 at the top of the worksheet. Then, about midway down, we enter

in the space provided, the form number and the wording to be typed on the

rider form. Several lengthy riders have an identifying number. These conditions

may merely be identified on the worksheet by the appropriate rider number
designation. For the individual Medical Expense policy and a Disability Income
policy, the rider form is AH 62. For a family Medical Expense policy, rider

AH 62F is used with the name of the person to whom the restriction is applicable.

This form, AH 62F, must be used on all Major Medical Expense policies because

only one policy form is used for both individuals and families. This will also

apply to new policy forms to be introduced in 1971. Sometimes the rider will

be limited to certain benefits or to a specified length of time.

The instruction space at the center of the worksheet is more or less self-

explanatory. When Life insurance is being applied for concurrently with Health

insurance, and we find it necessary to review that file before deciding on ours,

we enter the date, check "Concurrent Life" and initial it. Similarly if prior

Life, Health insurance or claim files are necessary for review, we enter the

policy number or claim numbers wanted. When prior files are reviewed a brief

summary of any pertinent information should be written on the reverse side

of the worksheet so that the file will not have to be re-attached at a later date.

If a mercantile investigation is desired, we enter our initials and the date

next to "Order Merc. Stress." However, if there is a past history of moral

hazard, drinking or some M.I.B. code which must be developed, the specific

information which we want should be added after the world stress. Likewise

there will be times we will request details of duties, finances, physical condi-

tions and various other factors. The Underwriter in ordering a mercantile to

develop an M.I.B. report, should avoid using M.I.B. terms such as "Non-

conformity"—"Insurance Hazard" and use terms such as "Use of Liquor" or

"Moral Hazard." For certain reasons, on medical expense applications, it is

advisable to add "Residence and Business" to permit investigation at both

places.

If we are ordering a mercantile on an H & S case only because of a "Red
Star" district or because the Agent has not known the applicant for more than

two months, we can approve, using the stamp for "Approved subject mercantile."'

This means that the Underwriter will not have to see the case again if the

report is favorable.
Applications for family Medical Expense insurance may indicate that the wife

is pregnant. A mark (1) must be placed in Box 20 at the top of the worksheet

which will refer the file on the next anniversary date for premium adjustment.

On applications for Major Medical Expense coverage, this need not be done if

there is included in the coverage one minor since the premium change provides

that no extra premium charge will be made for more than one minor.

When it is necessary to decline an application, the "Decline" box at the-

bottom of the worksheet is to be completed indicating which reason is to be

checked on the notice to the District OflSce.

To further show the push of commercial insurance toward inpatient services

it would be helpful to get their list of impairments which are significant for out

of hospital expense coverage but not for hospitalization.

MEDICAL EXPENSE UNDEEWEITING

Underwriting the medical expense application involves the evaluation of all

factors affecting a policy providing indemnities for hospitalization, surgery or

out of hospital medical expenses. The factors are medical history, over-insurance^

occupation, persistency and occasionally a special hazard.

Appraisal of the medical history is facilitated by the use of a Medical Impair-

ment Guide containing a list of rulings prepared with the help of our Medical

Department. Impairments not listed, or unusual or complicated medical histories

should be referred to a Supervisor for a decision. Some impairments may be sig-

nificant for out of hospital expenses and not for in hospital benefits. The reverse

may also be true. The Impairment Guide has included this consideration in the

rulings.

Overinsurance is a factor in the sense that the benefits available should not

exceed or equal the actual financial loss incurred. It is desirable to leave some

expenses to be paid by the insured to provide a safeguard against incurring serv-

ices of doubtful necessity. The policyholder should not be encouraged to remain

in the hospital longer than necessary, or to incur services just because they cost
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Mm nothing. Some of our policies include a provision for a "Deductible" amount
to make the policyholder bear part of the expense and to pay only 80% of certain
covered charges. Information specifying Company regulations applicable to over-
insurance in medical expense insurance underwriting will be found in the "Under-
writing Guide" and in the "Rate Book."
Occupation is not a serious factor in the underwriting of medical expense in-

surance since the policies have provisions excluding payment of any benefits
which would be reimbursable through Workman's Compensation Laws or similar
statutes. Certain occupations considered hazardous are unacceptable and are so
designated in the Rate Book. In applications for Family coverage, it is permissi-
ble to exclude the applicant in such an occupation and issue a policy to cover the
remaining family members. Certain occupations are designated unacceptable
because of the unskilled type of work, such as laborers. In these occupations the
application is to be declined and coverage to other family members is not to be
offered. The reason for this is the applicant's inability to pay premiums when
due. Early lapsing of insurance before the expense of issue can be overcome
means that the policy was issued at a loss. This is commonly referred to as the
"Persistency" factor.

This indicates that a drunk driver is a better risk for health insurance than a
laborer or someone who lives in a poor neighborhood. If he gets drunk, stupified,
entirely out of control of his faculties not more than two times a year, he is

acceptable for health insurance. But if he is a laborer he is uninsurable. And if
he lives in a poor neighborhood, he is subject to investigation and rejection as a
moral hazard.
Use of intoxicants should be considered in accordance with the degree of in-

dulgence. The following chart will be useful in arriving at a decision

:

GUIDE FOR RATING ALCOHOLIC HABITS

Degree of excess Frequency
Within

2 years

2-5

years

1. Risks who present a picture of occasional alcoholic

excess:
Mild excess, just feeling good," exhilaration or stimu- About once a weel< Accept... Accept.

lation.

Loud, boisterous, or obviously under influence, although About once a month.. Accept... Accept.
still in possession of most faculties.

Oftener than once a month Decline... Accept.
Getting drunk" stupefied, entirely out of control of 2 times a year or less Accept... Accept.

faculties. Over 2 times a year Decline... Decline.
Spree drinking. (Drinking that is carried over to the next Not oftener than twice a year Decline... Accept.

day.) Oftener than twice a year Decline... Decline.
2. Risks who present a picture of steady free use of

alcohol:

Nointoxication reported. 3 to 5 drinks daily (4 or more days a Accept... Accept.
week).

6 or more drinks daily (4 or more days Decline... Accept,
a week).

3. Driving while drunk or arrested while drunk or bellig-

erent when drunk:
One isolated episode, accept.

More than 1 episode within 3 years, decline.

Moral hazard or environmental hazard can result in an imfavorable claim
experience, or unfavorable lapse ratio. Serious deviations from the normal should
result in a declination of the application. It will be necessary for the Underwriter
to assume a completely unbiased point of view when reviewing the information,
so that It would be apparent to anyone reviewing the same information, that the
decision was justified. The race or national origin cannot be used as a factor in
such a decision. We must follow the special procedure required by the Fair Credit
Reporting Act when any decision is based on mercantile information.
On applications underwritten without the benefit of a mercantile investigation,

it is then necessary for the Company to rely on the Initial selection and recom-
mendation of the writing agent. It would not be practical to investigate every
applicant for medical expense insurance. There are specific rules designating the
categories in which mercantile reports are to be ordered.
A list of some typical hazards revealed in investigations would be the following

:

1. Drug Addicts—Sellers of Narcotics—Prostitutes—Homosexuals
2. Criminals—Hoodlums—Loan Sharks—Professional Gamblers or Asso-

ciates
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3. Financial Difficulty—Financial Irresponsibility
4. Business or Reputation Criticism
5. Poor Driving Record
6. Poor Environment ( Immediate living conditions

)

Foreign travel or residence

Our medical expense policies will pay benefits out of the United States, but
a policy will not usually be issued where it is known that the applicant will travel
or reside abroad for an extended period of time. Neither will coverage be issued
to applicants who are temporary residents of the United States and have no
intention of becoming permanent residents. Administration of insurance in for-

eign countries is difficult and costly. Applicants contemplating business or pleas-
ure trips for short durations, may be given consideration subject to the issuance
of an annual term basis to prevent utilization of the insurance merely for the trip.

Aviation presents a hazard only under certain circumstances. Our medical ex-
pense policies contain no restrictions for losses incurred in aviation accidents.
There is an abnormal exposure, when the applicant is a student pilot, or instruc-
tor, test pilot or a pilot engaged in crop dusting. In these cases our procedure is

to attach an exclusion rider to the policy limiting payment to injuries sustained
only as fare paying passenger on a regularly scheduled flight of a commercial
aircraft.

A Guide to Effective Administration of Group Heat-th Insurance Plans
(fob Employers)

The chronically ill should be encouraged to seek other employment, Metro-
politan Life advises employers.

B. THE personnel DEPARTMENT

The policies of the Company's Personnel Department affect claim administra-
tion and cost control. In examining personnel policies in relation to the Group
Insurance Program, it is well to consider the following points

:

1. Hiring practices

This is a vital factor. Claims control actually begins when an employee is hired.
The assignment of an applicant to a position beyond his physical or mental
capacity cannot only create a potential absentee problem, but can also add to the
-expense of the insurance program. A thorough preemployment physical examina-
tion is helpful in achieving proper placement of job applicants commensurate
with physical capacity. It may also reveal an impending surgical operation in
instances when the job may be sought solely or primarily for benefit rights.

However, physical examinations alone are not sufficient to detect the chronic
malingerer who does not have a serious condition and can usually pass a physical
examination without difficulty. In order to learn about these persons who not only
impair an insurance program but also affect production standards adversely, it is

necessai'y to make thorough investigations into their previous records of employ-
ment. There are many mercantile agencies which do this kind of work and
although it may cost slightly more than other forms of routine inquiry the results
obtained should be well worth the money.
Hiring procedures for female employees deserve special attention. Studies of

Weekly Indemnity (loss of time) claim experience have definitely pointed to the
fact that married women are, under certain circumstances, responsible for above-
average claim costs and other serious problems connected with excessive absentee-
ism. Very often these problems are related to home responsibilities which were
not looked into at the time of hiring. Family relations, the number of children
in the family, provision for care of the children while the mother is at work, and
transportation arrangements for getting to and from work are important con-
siderations which may directly affect both the employee's attendance record and
job performance. Because of income tax advantages. Weekly Indemnity benefits
may be very close to normal take-home pay. Some employees, who must arrange
for the care of their children during working hours, may actually be better off

financially if they can collect insurance benefits. Some married women are willing
to accept a loss of income periodically rather than face up to the hardships of
working full time and caring for their homes and families.

2. General Absenteeism

This is a problem which is closely interwoven with the control of Weekly
Indemnity (loss of time) claim experience. Company sick leave requirements

I
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should be examined to determiue how they affect the insurance program. The
indiscriminate granting of sick leave can seriously prejudice the handling of

claims for loss-of-time benefits, as can the granting of a specified number of

sick days per year or other period as a "right."

It is difficult to refuse payment on a loss-of-time claim on the grounds that

the employee is able to work if he or she has already been granted authorized

sick leave. In order to qualify for insurance benfits under most plans, an employee
should be wholly and continuously disabled and unable to perform his usual

work. If the same criteria is used for granting sick leave, this will result in a

uniformity of operations which is beneficial. It is preferable to grant sick leave

only when an employee has established his eligibility for insurance benefits.

Leaves of absence for minor forms of illness which are not disabling might better

be handled as personal leaves of absence rather than sick leaves.

This is particularly true of claims submitted from married females where the

diagnosis is of an extremely vague or indeterminate nature. Very often the reason

underlying such claims is the fact that the employee has become tired or run-

down from the dual responsibilities of working and taking care of her home
and family. This is illustrative of a situation in which the employee may well

require a leave of absence for rest and relaxation but still not be wholly and
continuously disabled as required in order to qualify for benefits under the
Weekly Indemnity policy.

Insurance claim costs have a very close correlation with absentee problems,
and high insurance costs are generally indicative of a high absentee rate. Many
companies have succeeded in cutting claim costs significantly by adopting a
formal and centralized absentee control program. Generally speaking such pro-

grams have been found to be most effective when :

(a) Absentee controls have a positive approach. They are aimed at helping
the employee maintain a satisfactory attendance record and thus avoiding the
need for disciplinary action.

(b) Supervisory personnel understand their duties and responsibilities in con-
nection with absentee controls. A training program is often provided in order
to define these duties properly and make certain that all company departments
are operating in a uniform manner.

(c) Supervision encourages emplo.vees to improve on their attendance records.

All employees can be talked to by their supervisors when they return to work
following a period of absence. The employee can be made aware of the fact that
he was missed and that the company is glad to have him back on the job.
Mention might be made of any difficulties which his absence has caused.

(d) Employees with chronic conditions or other health problems which have
caused excessive absenteeism are encouraged to secure necessary medical care.

In some instances, it might be helpful to refer to the Plant or Medical Director
for medical advice.

(e) Unreported or unexcused absences are not permitted and are subject to
immediate discipline.

(f) Disciplinary measures are also provided for absences which are not
considered justified. These measures usually range from an informal talk with
the employee, a formal notice that his attendance has not been satisfactory, a
disciplinary layoff and eventually termination.

(g) Departmental and individual absentee records are reviewed periodically
to make certain that supervision is carrying out effectively the functions assigned
to them.

(h) Procedures insure that excessive absenteeism will never go unnoticed.
This is particularly important in connection with employees who might be,
classified as "chronic insurance claimants" or "chronic absentees." This problem
is discussed more fully in the following subsection.

MEDICAL IMPAIRMENT GUIDE FOB HOSPITAL, SURGICAL AND MEDICAL EXPENSE
UNDEEWBITING

Loading or extra rating on a child with impairments is used. The Company
shows concern about preventing payment of commission to the agent and charg-
ing extra premium. Also, to carry over a special rating to a conversion policy

—

what are the impairments calling for a 2, 3 or 5 year rating?
6. When applying a special rating and also an exclusion rider for six months,

the Underwriter should use the autotape letter to the D. O. explaining that be-

cause of the high incidence of future medical expense following such a history,
it is necessary not only to charge an extra premium, but also to apply a six-month-
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waiting period before sucii expenses can be covered. Without such a waiting
period it would be nece.ssary to charge a substantially higher premium which
would not be practical. In the case of menstrual irregularity, we should add
the fact that the policy already excludes coverage for six months and that the
rider repeats this to avoid misunderstanding.

7. When applying a special rating on a Comprehensive policy, in addition to
an out-of-hospital rider, the Underwriter should write a letter to the District
Office explaining that the extra charge applies for the in-hospital benefits but
that it is not practical to charge an extra premium high enough to cover out-of-
hospital expenses.

S. When appyling an extra temporary rating on a child, it is necessary to note
when he reaches the limiting age. If the rating is for 2, 3, or 5 years, and if the
child would come out of the coverage before that length of time, the permanent
form of amendment should be used. As this is actually a temporary rating, the
Underwriter should make a notation to prevent payment of commission on the
extra premium. At the time we issue a conversion policy, we can charge an
extra premium for the remaining number of years. A note to this effect .should
be placed on the file in an appropriate place, so that this will not be overlooked
when the conversion policy is issued.

9. In considering a rescission on the basis of a material misstatement in the
application, we are not under obligation to offer reformation of the contract
on the basis of the special rating, even though the Medical Guide says that a
new applicant would be so treated. The policyholder cannot be permited to pay
the extra premium after the loss to obtain full coverage. In accordance with the
ruling of July 22, 1969, all claims will be pro-rated.

10. When the Rating Guide calls for a rider instead of a rating, we cannot of
course offer a rating as a choice. When the Rating Guide calls for a rating, we
should apply it without offering a rider as an alternative choice. However, if the
Fieldman says the policy cannot be placed with the rating, but can be placed with
a rider, we can agree to a rider. This of course, does not apply to blood pressure,
overweight, and diabetes or any other condition not suitable for a rider. Once
we permit such a rider, we cannot again offer a rated premium.

17. COMMISSIONS

The amount of first-year commission payable will be based on whether the
rating is temporary (ten years or less) or permant (more than 10 years). The
person who calculates the rating of commission will be guided by the "Special
Medical Rating Guide" completed by the Underwriter. If an amendment for two
years, three years, or five years is checked, no commission will be credited on
the extra premium. If the box is checked for A.H. 81.1, the permanent rider,

the commission calculation will include the extra premium. There are two situa-

tions in which a permanent type of amendment will be used in the policy even
though the rating will not persist for more than ten years. Consequently, a com-
mission will not be paid on the extra premium. In these cases, the Underwriter
should write under the word "permanent" the words "no commission".
The two situations are :

(1) A rating for 2, 3 or 5 years on a child who will reach the limiting age
and be deleted from the policy before the expiration of the temporary period.

(2) When a policy is issued at age 56 or older and a permanent form of
amendment is used which cannot possibly persist for the required ten years.

18. TO CARBY OVER SPECIAL RATING TO A CONVERSION POLICY

In the case of a child who has an impairment calling for a 2, 3 or 5 year rating
and who will reach the limiting age before the temporary period expires, we are
to use the permanent form of amendment and to mark the Guide, "No commis-
sion" as previously explained. When we issue a Conversion policy or a replace-
ment policy to this child, we should apply a temporary rating for the remaining
part of the rating period, whether it be 1, 2, 3 or 4 years. To identify these cases,

the Underwriter, when approving the application for the new policy, should
review the file for the Family policy to determine whether a permanent rating
marked "No commission" was used in the original policy.

3. CHRONIC CLAIMANTS

The chronic claimant is always a serious drain on an insurance program. Some-
times it will be found that a very small core of employees is responsible for a large
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and disproportionate percentage of benefits paid under loss-of-time coverage. At
the same time, the other indirect effects of excessive absenteeism such as lost

production are probably more costly to the company than the actual amount of

insurance benefits disbursed

.

Reference here is not primarily to those employees who have legitimate and
serious conditions but rather to those with vague types of complaints which are
not ordinarily disabling but which establish an excuse for drawing insurance
benefits. Malingerers are included in this group and also those who are not
physically suited to the type of work they are doing or who have personal or
home problems which affect their working ability.

In dealing with this problem, it is recommended that special records be kept
of such cases and that these records be periodically reviewed by the Personnel
Medical, and Insurance Departments. If it is mutually agreed that such action

is necessary, employees should be called to the Personnel Department for a frank
discussion of their employment records.

Employees obviously unsuited for their particular type of work are mostly
unhappy. If no more suitable position is available, they should be encouraged
to terminate their employment voluntarily. In many cases the employee's own
best interest will be served by employment in another position or with another
employer.
The psychological effect of such discussions should be considered. Chronic ab-

sentees will be aware of the Company's concern and will not be as likely to sub-
mit claims in the future without good cau.se.

4. MODIFIED WORK

In many cases employees drawing loss-of-time benefits reach a point of recovery
where they are still unable to perform their usual duties but are capable of re-

turning to a different type of work.

Geoup Insurance Manual Rate Section

These inserts show the company loads premium for industry, age, area and
size of group. The females face the greatest loading.

RATES—GENERAL INFORMATION

This section contains general information about the factors which affect rates
and the procedures to be followed in making rate quotations.
The Rate Tables in this Manual apply to brand new Groups issued on other

than the Modern Security Plan basis at time of original issue. Quotation proce-
dures on Revisions, Extensions, or addition of New Coverage (s) to existing
Groups are outlined later in this section.

Please refer to "Underwriting General" regarding rates and special considera-
tions involved in quotations on airlines, breweries, distilleries, mines, quarries,
clergy, public employees, hospitals, educational systems and institutions, and
transferred business.

"manual" and "tabular" RATES

In correspondence, instructions, etc., the terms "Manual rate" and ''Tabular
rate" are frequently used. These terms have the following meanings

:

The "Manual Rate" is the rate as indicated in the schedule of premium rates
shown in the following Sections, and in the Group Rate Book, for each coverage
exclusive of loading for industry, etc.*, and, for Health Insurance, exclusive of
Volume Discount (Volume Credits for Life insurance are an integral part of
Manual Rates).
The "Tabular Rate" is the rate at which coverage would be written as brand

new business—the rate determined from the following Sections, or the Group
Rate Book, subject to the following

:

Life Insurance.—"Manual" rate plus any necessary loading*.
Health Insurance.—"Manual" rate plus any necessary loading* reduced by

Volume Discount or increased because the volume of combined premium
is less than $1,000 monthly.

Loading for industry or for conditions peculiar to tlie individual group such as work-
ing or living conditions and type of employees or, in the case of Health insurance, higher
percentage of older employees.
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LOADINGS FOB INDUSTRY

Rates for industries denoted as "H.O." in the Classifications of Industries
in this section, and in the Group Rate Book, are furnished by the Home Office

on a case basis.

If a plan is to include both occupational and non-occupational Health benefits,

(other than AD&D) refer to Home Office for rate information.
Any industry extra premium for Health insurance is expressed as a percent-

age to he applied to the rate for the appropriate percentage of female benefits.

The minimum extra premiums for industry are applicable if all the employees
of the employer are to be eligible. Where only certain occupational classes are
to be eligible, an occupational distribution of all employees, including those who
are not to be eligible, should be submitted to the Home Office for the proper
rating of the classes to be covered.

If a risk involves tvs'o or more industries, on one or more of vphich an extra
premium is required, a tentative composite rate will be established by the Home
Office based on an occupational analysis. The final composite rate will depend
upon the occupational distribution of the employees insured on the date of issue.

The fact that some industries are not listed in the Classification of Industries
should not be construed as indicating that no extra premium charge is necessary.
If there is any question as to the correct premium to be charged for any in-

dustry, be sure to communicate with the House Office before any quotation is

made.
Note: In all cases (whether the industry is in the Classification of Industries

or not) the prospect should be informed that all rate quotations are subject
to final Home Office acceptance. The Home Office may, under certain circum-
stances, require rates higher than tabular on specific cases.

SCHEDULE OF VOLUME DISCOUNTS FOR GROUP HEALTH INSURANCE COVERAGES

1. Determine gross monthly premium based on manual rates for each form of
Health coverage including 1A2 of any Extra Single Premium for Immediate
Maternity and Obstetrical Benefits for dependents, and any additional premium
resulting because of unfavorable experience, ages or industry.

2. Compute the sum of the monthly premiums determined in accordance with
(1) for those coverages which are to be combined for dividend consideration.

If the Health coverages in the Plan are not combined for dividend considera-
tion, a separate calculation must be made for each separate coverage (or
combination) not so combined, based upon the percentage adjustment appli-

cable to the premium for each separate coverage (or combination).
3. Locate in the following table, the monthly premium bracket corresponding

to the total monthly premium determined in 2. Select from the appropriate
column the percentage applicable to the combined premium for the coverages
for which premium is included in 2 and multiply the rate for each coverage
by the indicated percentage. In determining the appropriate percentage for
ADt&D insurance, the sum determined in accoradnce with 2 shall be increased
by the monthly premium for Group Life insurance with which the AD&D is

combined for experience. As an example, assume a combined monthly Health
premium of $9,000 and a Life premium of $5,000. Using the $7,.500 to $10,000
bracket, the reduction in each Health insurance rate, except the rate for AD&D.
would be 11%. Using the $10,000 to $15,000 bracket the reduction for AD&D would
be 12%.

vi. In applying the i)ercentage adjustment mills will be retained in the final

rate, i.e., the calculation will be carried to the fourth decimal place. If the
fourth decimal place is an even 5 or less, it will be dropped ; if not, the third
place will be raised to the next higher mill.
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Schedule of percentage adjustments of rates for Group Health Insurance
Coverages

[Not applicable to Group Life Insurance]
Percentage

Total gross monthly health premium at issue

:

reduction

Less than $1,500
$1,500 but less than $1,600 1

$1,600 but less than $1,700 2

$1,700 but less than $1,850 3
$1,850 but less than $2.000 4

$2,000 but less than $2,500 5

$2,500 but less than $3.000 6
$3,000 but less than $3,500 7

$3,500 but less than $4,000 8
$4,000 but less than $5,000 9

$5,000 but less than $7.500 10
$7,500 but less than $10,000 11
$10,000 but less than $15,000 12

$15,000 but less than $20,000 13

$20,000 but less than $25.000 14

$25,000 and over 15

No volume reduction if employer contributes less than 10% of Health cover-

ages. (Und. 7)
Note : If the Combined Monthly Premium for all Health coverages is less than

$1,000, a loading is required. See "Loading for Small Groups" in Page 4.1

—

Rates.
OTHER LOADINGS APPLICABLE TO HEALTH COVERAGES

Loadings for females

On all Health coverages except Insurance for Death or Dismemberment by
Accidental Means, Medical Expense, Diagnostic X-ray Expense (accident only),

Poliomyelitis, Additional Accident Expense Insurance and Medical Expense In-

surance-Extended Coverage, employee rates are increased if the benefits on fe-

males represents 11% or more of the total benefits. The method of determining
the female bracket is illustrated by the following example

:

(a) Total accident and sickness benefit on females $2, 000
(b) Total benefit on all employees 5, 000
(c) $2,000 + $5,000=40 percent (Use 31 percent but less than 41

percent female bracket.)

Note: If all employees are eligible for the same amount of insurance, the
percentage ratio of female lives to total number of lives may be used.

Loading for ages of employees

An increased* premium may be required for Health coverages, if 15% or more
of the employees are age 60 or over. If age data is unobtainable and Life Insur-
ance is inforce with any carrier, a Life Average Premium of $1.20 or more at
minimum rate without industry loading may indicate the possibility of 15% or
more of the employees being age 60 or over. Such a case should be thoroughly
investigated and if necessary the proposal should be qualified. The Home Office

should be furnished the number of eligible employees in the following age
brackets : 60-64, 65-69, 70-74, 75 and over (exact age of each employee).

•Does not apply to Major Medical since the premium rates always reflect the ages of
the employees to be covered.



958

Loadings for geographical areas

(a) Experience under some forms of medical care insurance on employees in

the areas of Louisiana and Texas listed below shows the need for additional

premium for employees in such areas. The loadings indicated below may be

waived if

:

Less than 10% of the total employees are located in such areas, or the

plan includes both Metropolitan Life and Accident and Sickness, or the

plan includes Metropolitan Life without A & S but the Life averages at

least $3,000 per employee.
(1) Loadings fr- employees in Louisiana outside the city of New Orleans and

certain locations iu Northwest Louisiana* :

Percent

Hospital 25

Surgical 25

P.A 25

Comp. Major Medical 3

(2) Loadings for employees in Texas outside Metropolitan areas of Dallas,

Ft. Worth and San Antonio :

Comprehensive
Hospital Surgical P.A. major medical

With life only averaging less than $3,000 (percent). 15 10 15 10

Without life (percent)— _ --- 25 10 25 10

(3) Method of loading rate for the group :

The method for Comprehensive Major Medical is outlined in the Rate section

for that coverage. For other coverages, individually, load the manual rate by the

percentage developed as follows :

No employees in loading area -J- Total No. employees X % shown above=:% of

loading.
If employees are located in affected areas of both states, the formula should

be used twice and the resulting percentages added and applied to manual rate.

Group Insurance Training Guide

This shows that after rating for sex and age, groups are required to pay an
additional loading factor of 30% in Alabama, Los Angeles, Louisiana and Texas
outside of Dallas, Fort Worth and San Antonio.

OUTLINE OF APRIL 1, 1970, RENEWAL RATE CALCULATION PROCEDURE FOR MSP GROUPS
ISSUED PRIOR TO APRIL 1, 1968—S&A, MEDICAL CARE AND MATERNITY COVERAGES

(1) For Sickness & Accident and Maternity coverage—present rate basis,

adjusted in accordance with the risk category established for the group.

(2) For X-Maternity Medical Care Coverage—Using "Book Rates" (plus 4%
for Flan E) :

(a) Premiums calculated for Plan at current area average semi-private

charges.
(b) Reduced by deficiency credit according to the following table for cases

where the maximum daily benefit is less than the current area average semi-pri-

vate charges.

Reduction per $1 of deficiency

IVlale employee Female employee

Under age 50 50 or more Under age 50 50 or more Dependent

Plane $0,069 $0,134 $0,039 $0,139 $0,176

PlanD ---- .078 .157 .101 .157 .196

Plan E and'basic hospital .077 .155 .099 .154 .193

'If employees are located in Northwest Louisiana, refer for Home Office consideration.
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(c) Increased by the applicable loading factor in the following areas:
Percent

Alabama 30
Arizona 15
Arkansas 10
California (Los Angeles) 30
California (San Francisco) 20
California (outside Los Angeles, San Francisco) 10
Florida 10
Idaho 15
Louisiana 30
Montana 15
Nevada 15
Oklahoma 15
Tennessee 10
Texas (Dallas, Ft. Worth, San Antonio) 15
Texas (outside Dallas, Ft. Worth, San Antonio) 30
Utah 15
Wyoming 15

(d) Adjusted in accordance with the risk category established for the group.
(3) For coverage supplementing Medicare—the new issue flat rate of $2.50

per month per person covered reflecting the January 1, 1970 increases in benefits

will be applied at renewal.

Group Insubance Manual Bate Section

This shows that small groups with combined health premiums under $1,000
must pay 5% higher rates.

Also, certain small groups, i.e. ad firms, colleges and universities, etc., pay 10%
higher in certain circumstances.

Also, there are area loadings for California, Texas, Louisiana.

(B) CALIFORNIA AND WASHINGTON

Experience relating to the costs of medical care in certain areas indicates the
need for additional premiums under Major Medical—both Comprehensive and
Supplementary (EME). The affected areas, loadings and method of computation
are included in Table IV of Comprehensive rates and Table V of EME rates. Be-
cause "inside" limits are included in Hospital, Surgical, PA and other fringe
benefits loadings are not required for such coverages.

Loading for small groups

If the combined monthly premium for all Health coverages is less than $1,000,
the rates for all Health coverages are to be increased as follows

:

(a) Combined Health premium less than $952.50—increase rates by 5%.
(b) Combined Health premium $952.50 or more—increase by the lesser of 5%

or the percentage determined as follows :

$1,000—Combined Health Premium : Combined Health Premium = % of in-

crease.

DEPENDENT COVEEAGE RATES

Flat rate, which eliminates the necessity of a census at issue, may be used
when:

(1) Plan excludes maternity and/or obstetrical benefits and no contribution
exceeds the flat ex-maternity rate, and,

(2) Plan includes maternity and /or obstetrical benefits and the contributions
of employees with child (ren) only do not exceed the flat ex-maternity rate nor
do the contributions of those employees with wife only or wife and child (ren)
exceed the flat ex-maternity rate plus the full value* of the maternity and/or
obstetrical benefits. Occasionally when the plan is to include maternity and/or
obstetrical benefits, an employer will request that all employees make the same
contribution regardless of dependent status. The Regional Supervisor may ap-
prove such requests provided (1) The employer is aware of the inequities of

*The "maternity" portion of the Flat "maternity included" rates for Dependent Hos-
pital and Surgical are discounted to reflect that some employees have child (ren) onlv, and
"full value' is the difference between the wife "Maternity included" and "Maternity
excluded" split rates.
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such arrangement, (2) The employer is contributing 25% of the cost of the

Health coverages inforce with the Metropolitan and (3) The contribution does

not exceed the flat rate including maternity.
Split rate, which requires a census at issue, may be used on any case but the

composite rate based on the distribution of employees by family status at issue

will be used regardless of whether such composite is higher than the flat rate.

Ratio Group—when there is no employee contribution for Dependent coverage,

a ratio of total Dependent benefits to total Personal benefits is established at
initial issue. Dependent insurance premiums are based on the application of

this ratio to Personal insurance in force.

"Owe Dependent—Two or More Dependents" Rates—Such rates should not be
proposed unless specifically requested by the employer. Generally, rates on this

basis result in inequitable contributions because they do not fully reflect the

family status of individual employees. The inequities are even more pronounced
when maternity beneflts are included in the plan.

Except in the circumstance outlined in the next paragraph, the Regional
Supervisor may approve "one—two or more" rates provided the employer con-

tributes at least 25% of the premium for all Health coverages and the employer
understands (1) the inequities involved and (2) that the rates charged will be
based on the actual distribution of dependents covered at issue and hence the
preliminary quotation is only an estimate.

This procedure should not be used if, because of a generous employer contri-

bution, the contributions of employees with two or more dependents are less

than or just equal the standard children only rate (or husband only rate if

there is a spouse definition). The standard split rates produce the same com-
posite premium without the necessity of an involved census and, in a case ol

this kind, either split rates or the flat rate should be used.
Rates will be determined at issue on the basis of actual distribution of em-

ployees by family status and application of standard split rates as follows:
1. Total aggregate premiums in each of (a) and (b).

Dependent status:
(a) One Dependent Rate; Wife Only; One Child Only; Husband Only.

(b) Two or More Dependents: "Wife and Child (ren) ; Children Only (2
or more) ; Husband and Child (ren)

.

Split Rate applied: Wife Only; Child (ren) Only; Personal Ex-Maternity rate;
for less than 11% female.*
Wife and Child (ren), Child (ren) Only, Husband rate* as in (a) plus

child (ren) only,

(i) Multiply the factors below by the number of employees in each salary
class and divide the sum of the products by the total number of employees. The
last two columns illustrate the calculation.

Number of

Salary class Factor employees Producd

Less than $5,000 0.90
$5,000 but less than $6,000. 1.00
$6,000 but less than $8,000 1. 10
$8,000 but less than $10,000 1. 25
$10,000 but less than $20,000 1. 50
$20,000 and over 2.50

80



961

the preliminary rates may change depending on the salary distribution of the
employees covered for Major Medical Expense Insurance.

(2) Applicable to groups with a gross monthly premium for all forms of Health
insurance, combined for financial experience, of less than $2,000.

No salary adjustment is required. However, for the types of cases specified in

C of Table IV, the Manual rates are increased 10%.

B. Age

The standard age adjustments apply.

See "Adjustment for Ages" in General Information Section

Abea, Co-Insubance and Volume Adjustments Loading foe Certain Small
Gboups

1. The standard area adjustments apply.—If there are any employees in Cali-
fornia, Texas or Louisiana, see "Area Loadings" in General Information Section.

2. California UCDB Hospital Benefits,—Covered expenses for hospital charges
are reduced by the amount of these benefits. Therefore, a credit should be given
for California lives who are insured under the State plan. The credits for Per-
sonal coverage only are as follows

:
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politan Group Life Insurance is included in the plan and the employer shares

at least 40% of the cost of both the Personal and Dependent coverages or alter-

natively, all of the ocst of the Personal and at least 25% of the Dependent
coverages.

D. VARIATIONS WHICH THE REGIONAL SUPEEVISOE IS AUTHORIZED TO APPROVE

1. Any Prepayment or Any Other Group Insurance plan

Any benefits payable under the provisions of any prepayment plan or any
other Group insurance plan are excluded from covered medical expenses. This

eliminates duplication of benefits provided by a Group insurance plan or a Pre-

payment plan provided on a Group basis or an individual Blue Cross/Blue Shield

contract arrangement. It does not apply to individual Accident and Health

insurance policies because under such policies stricter claim administration is

possible and generally only nominal benefits are provided. This exclusion is

made for the following reasons :

(a) The plan provides generous benefits for a wide area of expense. There

is little or no need to provide additional protection for medical expenses.

(b) It is not economical for the employee or employer to maintain duplicate

coverage. That part of the employee's money which is represented by his

contribution for his duplicate coverage might better be used as savings for

his direct payment of expenses, i.e., deductible and co-insurance.

(c) Duplcation of coverages may lead to widespread increase in medical

charges, as restraint cannot be expected from doctors, surgeons and other

providers of medical service in assessing only "reasonable" charges if the

employee is permitted to make a profit on illness.

However, in the circumstances outlined below the Regional Supervisor may
authorize substitution of "any other Group Insurance or Group prepayment

plan." Benefits under prepayment plans such as Blue Cross and Blue Shield

will be taken into account only if received under a Group arrangement, i.e.,

through a plan sponsored by an employer, association of employees, or labol

unions. ( Additional premium is not required.

)

This substitution may be made only if

:

(a) The Major Medical plan replaces a base hospital plan mforce with

the Metropolitan or another insurance company which was adequate (not

more than $4 below Semi-private) for the area and had been in force

continuously for at least three years.

OR

(b) Positive evidence is available indicating that less than 25% of the

eligible employees have individual Blue Cross and Blue Shield contracts

and this number is decreasing.

2. Amhulance Service

For "local professional ambulance services"—The Regional Supervisor may
authorize substitution of the following.

Professional ambulance service when used to transport an individual from

the place where he is injured or stricken by an illness to the first ho.spital where

treatment is given—^but no other charges for transportation or travel.

This is not a liberalization in all cases since ambulance service is restricted to

"'•ansportation from the scene of accident or illness to the nearest hospital, as

opposed to local professional ambulance service which pays for all local services.

It should be used only in those areas in which hospital facilities are not available

and is in lieu of local professional ambulance service. (No additional premium

required.

)

3. Deductible

(a) Maximum.—It the deductible for the plan includes "1% of earnings" the

maximum deductible may be limited to $300 provided not more than 5% of the

employees earn over $30,()00. (No additional premium required.)

(b) Minimum.—A flat $50 deductible may be substituted for $50 or "1% of

earnings". In such cases it is recommended that the employer pay 40% of the

premium for Major Medical but this liberalization may be made even if the

employer contributes only the standard 25% minimum. (Additional premium is

required.

)
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E. NON-STANDARD PKOVISIONS WHICH THE OFFICE WILL CONSIDER

1. Psychiatric care

Tlie standard provisiou requires that tbe employee bear a larger share of
the expenses for non-disabling psychiatric care. This means that, if the employee
is not totally disabled or if a dependent is not confined to a hospital, benefits will
be limited to 50% of covered medical expenses. Some employers have requested
a further limitation under non-disabling psychiatric care. Generally, complete
exclusion of such care is not recommended and as an alternative, the covered
expenses may be limited to a fixed amount such as $20 per visit, with or without
a further limitation of either 50 visits a year or a specified dollar amount such
as $500 annually.

DlSTHXEBY

1. Is this a first-class distillery with favorable working conditions? Give
facts to support opinion.

2. Is the distillery a modern up-to-date plant?
3. What is the general opinion as to the type of personnel employed?
4. Are general living conditions of the employees at least as good as average?

Clergy
1. Information needed:

(a) Employer-employee relationship—who can act as employer and by what
authority? There must exist a relationship similar to that in industry whereby
an individual or a governing body controls the appointment or transfer, dis-

continuance and earnings of the clergymen and others to be insured. Home Office

needs a copy of the canons or constitution and by-laws of the regional body such
as the Diocese, Conference, Synod, etc.

(b) Administration facilities—it must be established that the governing
body maintains a central headquarters having adequate facilities and personnel
for the administration of the Plan. For example, claims must be certified by
the "Employer" and this is particularly important if Disability coverages are
included. Also, the "Employer"' must remit premiums and, if the Plan is con-
tributory, collect the necessary contributions.

(c) If Accident and Sickness is to be included, to what extent are earnings
lost in case of disability ?

2. Underwriting notes

(a) Ages.—Generally, the ages of clergymen are higher than for industry in
general because of the absence of the turnover genei-ally experienced in industry.

(b) Life Insurance.—In making cost quotations the predominance of older
people and the necessity of having a reduction formula—if the schedule has
amounts in excess of $1,000—for employees age 65 and over should be taken
into consideration.

(c) Hospital, Surgical and Physicians' Attendance Insurance.—Special prob-
lem as to rates.

(d) Medical Expense and all types of Major Medical Plans—These coverages
should not be discussed in the early stages of any negotiations without Home
Office approval.

(e) Occupational Coverage.—All Personnel Disability coverages offered wiU
include both occupational as well as non-occupational benefits because of the
difficulty of distinguishing between occupational and non-occupational injury or
sicknesses for a clergyman. Only non-occupational coverage is available for
dependents.

Group Sales Representatives

claims—reasonable and customary fees

The attached material distributed to Group Claim Consultants should be care-
fully reviewed by all field representatives for their guidance in discussing pay-
ment of claims on a Reasonable and Customary basis with prospects and policy-
holders.

It is suggested that those who have received the booklet "New Developments
in Medical-Surgical Programs" in connection with the discussion of that "White
Paper" should make this memorandum a part of that material for future
reference.

H. O. HoYT, Jr.,
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Mabch 24, 1970.

To : All Group Claim Consultants.
Attached is an extract from a letter recently written by John Meyer, Assistant

General Counsel in our Law Division, on the subject of physicians' "reasonable

and customary" fees. We are bringing this to your attention because we believe

it states the Company's position on a sensitive subject in a very clear and under-

standable fashion. It is important that you be fully aware of the dangers inherent

in "negotiating a fee" with a physician, and that you refrain from going beyond
the limitations set forth in Mr. Meyer's letter.

M. W. Galbraith,
Vice-President-Group Claims

Group Insurance d Pensions.

"Re : Payment of claims which are payable on a reasonable and customary basis.

In such endeavor, it is maintained that while the insurance company has the

right to secure information before paying a claim, it does not have the right to

negotiate a fee with the claimant's physican and that the negotiation of a fee

involves the following four points w^hich can serve as the basis for legal action

against the insurer and the employer by the employee

:

I. Slander.
II. Invasion of privacy.
III. Tortious interference with the contract rights of third parties.

IV. Failure to "spell out" to the employee that administrative practice goes

beyond "securing information."
The employee's group certificate makes provision for payment of "physicians'

Services Benefits" and states :

'If any of the Services, as defined below, are rendered to you or a Dependant
by a physician for diagnosis or treatment of non-occupational sickness or injury

while such person is covered under this plan, benefits will be paid, subject to

the terms, limitations and exclusions of the Plan, in an amount equal to the fee

charged for such service rendered to the extent such fee is reasonable and is the

customary fee of the physician for such service, as determined by the Insurance
Company.
The Insurance Company will determine what constitutes a reasonable and

customary fee by taking into consideration

:

(a ) the usual fee which the individual physician most frequently charges to

the majority of his patients for a similar service or medical procedure

:

(b) the fees which fall within the customary range of fees charged in a
locality by most physicians of similar training and experience for the per-

formance of a similar service or medical procedure

;

(c) unusual circumstances or medical complications requiring additional

time, skill and experience in connection with a particular service or medial
procedure.

The provisions set forth in items (a), (b), and (c) of the preceding paragraph
are designed to recognize that there will be differences in physicians' fees because

of such factors as geographical locality, skill of the physician, and complexity

of the service performed.
At the outset it should he understood that Metropolitan's claim administration

is not authorized to negotiate a physician's fee or the amount of any fee agreed
upon by the patient and his physician. It does, hoivever, have the undouMed right

to pay only such sum which its contract obligates it to pay as a reasonable and
customary charge, and in fulfillment of such obligation it may properly attempt
to obtain agreement as to the physician's reasonable and customary fee in the

light of the policy provisions. This, however, may discharge the insurer's obliga-

tion, hut it leaves tinajfected any obligation of the patient. This is quite apparent
from the fact that the physician may wish to deal only with his patient in the

matter of payment of fees, in which case the insurer's payment is made directly

to the insured individual, but on the basis of the contract promise.

Correctly administered as aforesaid, there is involved no slander, invasion of

privacy or tortious interference with contract rights of third parties. In the

fulfillment of its own contract, there may not be said to be an actionable tort

as to a separate and distinct contract which remains unaffected by the fulfill-

ment of the other.

With regard to a failure to spell out to an employee that administrative prac-

tice as to the operation of the "reasonable and customary" provision goes beyond
securing information, I can say only that reasonable minds may reasonably

differ as to a doctor's usual fee to a majority of his patients; the customary
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rauge of fees charged in the locality by most physicians of similar training and
whether or not circumstances or complications or skill and experience are a
factor. It is accordingly inherent in the clause that in some cases where a differ-

ence of opinion exists that there should be communication in an amicable at-

tempt to explore the differences and come to an agreement which will discharge
the insurer's obligation in a mutually satisfactory manner. Indeed, a failure in
this regard would undoubtedly be cited as an intolerable instance of insurance
company highhandedness, in a problem requiring tact and understanding.
The creating and establishing of Medical Review Boards in various medical

societies throughout the United States with authority to review charges of phy-
sicians with respect to reasonableness and whether the charges are customary,
is an added indication of the propriety of an insurer's activity in fulfilling its

contract obligations, and that this obligation extends beyond the mere securing
of information.

CooPEBATiVE Administration of Group Health Insurance Plans

Hospital, Surgical, IMajor Medical—"'The success of these policies will be
seriously impaired or destroyed if improper usage tends to increase the cost of
medical care." Isn't the burden here on the consumer, since the manual notes
that the insurance company and the employer ". . . should be concerned primar-
ily with those matters which directly affect the amount of benetits allowable
under the plan?" and. that "Metropolitan would be open to valid criticism for
any attempt to intrude in situations which do not have a direct bearing on the
cost of insurance." In other words, would it be an intrusion for the insurance
company to question costs to the patient which exceed allowable benefits?
Most claims under Group coverages providing reimbursement for medical care

expenses do not require special consideration or handling, however some will
present certain problems of a varied nature. The advent of Extended Medical
Expense and Major Medical Expense policies as well as other plans based on the
concept of "reasonable and customary" charges with their broad scope, liberal

pi'ovisions, and the absence of inside limitations have enlai'ged somewhat the
areas of potential abuse or misuse. The success of these policies will be seriously
impairetl or destroyed if improper usage tends to increase the cost of medical
care in any significant degree. Education of employees, physicians, and hospitals
as to the purijoses of this type of insurance and the dangers of misuse is essen-
tial for proper functioning.
While the need for effective claim administration of Extended IMedical Expense

and Major Medical Expense policies and similar plans can be readily appreciated,
it is a fact that the basic Hospital and Surgical contracts, which usually provide
a fixed schedule of benefits, are also susceptible to overuse or misuse. The prob-
lems are generally the same with the exception that under the basic type cover-
ages the use of unnecessarily expensive medical services sometimes places the
bui'den on the patient rather than on the insurance plan. In general, we should
be concerned primarily with those matters which directly affect the amount of
benefits allowable under the plan. Metropolitan would be open to valid criticism
for any attempt to intrude in situations which do not have a direct bearing on
the cost of insurance. Physicians in particular resent any unwarranted interfer-
rence in the traditional patient-physician relationship.

A. The Role of the Insurance Administrator

The principal contributions which the Insurance Administrator can make
toward a program of sound claim administration in cooperation with the Metro-
politan are

:

1. To familiarize employees, physicians, and hospitals with the provisions of the
plan and enlist their cooperation in controlling medical costs and eliminating
overutilization or misuse.

This is probably the most effective means of achieving satisfactory claim ex-
perience under an insurance plan. The informational programs for the several
groups of persons who either participate in the plan or are affected by it should
be on a continuing basis, because the membership of the group changes from
time to time. Also, people tend to forget such matters and need to be reminded
now and then. Regular and fairly frequent use should be made of employee
publications, bulletin boards, and other media for communicating messages
to employees about their rights and lesponsibilities under the insurance plan.
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When a message might be of particular interest to physicians or hospital ad-

ministrators in the community, copies could be sent to them with a personal

letter from the Insurance Administrator or other oflScial of the Company.
2. To detect any specific instances in which it is believed that unfair advantage

has been taken of the Insurance Program and to alert the Metropolitan to the

stiuation.

Individual cases by themselves may not be too significant. If, however, the
Insurance Administrator keeps records of such cases, it may enable him to make
comparisons and pinpoint primary sources of trouble. It may be found, for ex-

ample, that an individual physician or group of physicians are contributing

towards adverse claim experience or it may be demonstrated that the same is

true of a particular hospital.

The Group Health Claims Division of the Metropolitan Life Insurance Com-
pany has the primary responsibility for the control of claim costs under the

various Medical Expense coverages. To accomplish this, claims are evaluated
very carefully on the basis of the medical information available and are subject

to personal investigation if there is evidence that charges are vmreasonable or
medical treatment is unusual. Once again, however, the Insurance Administrator,
because of his more intimate knowledge of local conditions, can be of great

help to the Insurance Company. In particular his familiarity with and sources
of information about physicians and hospitals can be very useful in identifying

areas where claim abuses may exist.

Again, the implementation of an effective cost control program requires the
closest cooperation between the Insurance Administrator and the Metropolitan.
The Insurance Administrator can function most usefully by bringing these matters
to Metropolitan's attention and by developing all pertinent information neces-

sary for proper review and action by the latter.

3. To understand that the existence of duplicate health or medical expense
insurance that results in overinsurance can have a very significant effect upon
the cost of an insurance program and should be discouraged. Duplication of
coverage, in most cases, is economically unsound because it removes all financial

incentive on the part of the employee to hold his medical expenses down to the
level of what is reasonable and necessary. It may be that the more expenses he
incurs, the greater will be his financial gain.

Duplicate coverage that results in overinsurance is not popular with physicians
or hospitals. They do not like to see anyone "make money" as a result of illness,

and there may be a tendency on their part to increase the cost of medical servcies

because of this fact.

B. Considerations Common to Both Basic and Extended Coverages

The Insurance Administrator should be familiar with basic considerations ap-

plicable to the various Medical Expense coverages. An understanding of these
matters, together with knowledge of the general procedures followed by the
Metropolitan in evaluating claims, will enable the Insurance Administrator to

take an active part in working with Metropolitan towards more effective claim
cost controls. The following points should be considered

:

4. HIGH hospital CHARGES

Since hospital room-and-board benefits are generally subject to ceilings of

one sort or another as specified by the plan, any problem concerning hospital
charges is more apt to relate to those for ancillary services, which are some-
times difiicult to evaluate. One of the best methods for evaluating such expenses
is to compare charges from various hospitals against each other. Generally
speaking, hospitals in the same area should have approximately the same rates
for room and board as well as ancillary services. Charges from a particular hos-
pital which are higher than those of other hospitals in the same locality should
be cause for concern and should warrant inquiries on the part of the Insurance
Administrator. There is, of course, the possibility that ancillary charges may be
higher when a private room is used, and this should be consdiered when comparing
charges on different claims.

If the employee received a bill or statement from the hospital and it is readily
available, a detailed comparison with the charges listed by the hospital on the
claim form should be made. If any material discrepancies are found, and the
employee was not given an explanation of them, the hospital administrator should
be contacted for an explanation.
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5. DtrPLICATION OF COVERAGE

In recent years the number of families with more than one employed member
has increased considerably. As a result, members of the same household may
be covered under more than one medical insurance plan. This has created a situ-

ation where an insured individual may receive more in benefits than the actual
charges for medical care. Profits derived from over-insurance can hurt everyone
concerned with getting good medical care at a reasonable cost.

When an individual can make a profit from his medical care insurance he is

tempted to insist upon the type of service that will produce the greatest possible
profit. He may want to (I) remain in the hospital after he has recovered, (II)
make use of medical services or facilities that are not medically needed, or (III)
enter the hospital for minor medical problems which could very well be treated
at home or in the doctor's office. Any unnecessary use or overuse of medical
care services tends to raise the cost of medical care for all individuals (not just
those making a profit) and can also make it difficult for those needing prompt
care to obtain it because of the excessive demand on medical facilities.

It is important to keep in mind that Group Insurance is intended to help pay
for covered medical expenses when the unexpected need occurs. Its purpose is to

protect employees from financial loss—not to provide a means of being reimbursed
for more than the actual expenses incurred.
Most Metropolitan Medical Care coverages (both Basic and Major Medical)

contain either a Non-duplication clause or a Coordination of Benefits provision.
While there are important differences between the two, the major purpose of
each is to prevent overinsurance and reduce the possibility of profit arising out of
duplicate insurance coverage. Both the Non-duplication clause and the Coordi-
nation of Benefits provision effect a reduction in benefits ordinarily provided by
the plan when the person on whose behalf claim is made is also covered under
certain other types of insurance or prepayment plans.

Space is provided on the claim form for the employee to indicate the existence
of other plans and the coverages provided. Metropolitan cannot consider pay-
ment of any claim in which this information is omitted.

Statement to the Subcommittee on Antitrust and Monopoly of the Com-
mittee ON THE Judiciary of the United States Senate Concerning
Metropolitan Life Insurance Company and Medical Information Bureau

This is in reply to that part of Senator Hart's letter of May 18, 1972, bearing
on the Metropolitan's relations with the Medical Information Bureau (M.I.B.).
We use information obtained from the Medical Information Bureau (M.I.B.)

as one adjunct to our process of underwriting individual life insurance and
health insurance policies. Underwriting is the process of appraising the degree
of risk involved in the particular case in order to determine the premium class
for the policy being applied for, or to determine if a policy can be issued.
One of the basic fundamentals of the insurance business is its risk-spreading

nature. In order for risk-spreading to work, the insurer must be in a position
to judge the risks which it undertakes to insure ; in short the insurer must have
information as to the condition of health of its applicants. Unfortunately not
all persons who apply for insurance are truthful. The M.I.B. exists because of
the unfortunate fact that some applicants don't tell the truth. If there were no
M.I.B., the mortality of our standard life insurance class and the amount of
health insurance claims would undoubtedly increase. This would result in higher
premiums for the great majority of honest people who apply for insurance.
Some specific facts follow with respect to Metropolitan's use of the M.I.B.

for individual health insurance. In 1971. a typical year. Metropolitan received
145,000 applications for individual health insurance. Of these 145.000 applica-
tions, M.I.B. yielded significant unadmitted information on approximately .3,000

applications (2% of the total). Investigation was made by Metropolitan on all

3,000 applications. As a result of our investigation, Metropolitan was able to
offer contracts to 1,200 of these applicants, and declined to offer a contract in
1,800 cases (1.2% of the total number of applications). In addition to the 1,800
cases declined because of information developed as a result of our being alerted
by an M.I.B. report, Metropolitan declined some additional cases because of
knowledge developed through our usual sources of medical information.
We regard all medical and related information made available to us (whether

on applications for insurance or obtained from physicians and hospitals on
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specific authorization of the applicants) as confidential and we maintain pre-

cautions to guard its confidentiality. Such information is used by the physicians

on our staff in a professional way in appraising the risks we seek to insure. Our

relations with the M.I.B. is a direct respousibiilty of our Chief Medical Director.

The principal sources of medical information we report to the M.I.B. on an

individual are: i) Answers he gives on the application for insurance or in con-

nection with a policy claim, ii) Information obtained from a medical examina-

tion made as a part of the application for insurance, iii) Information provided

by his physician or his hospital upon authorization furnished by the individual

in connection with his application for insurance.

We are indicating below answers to the 17 detailed questions, lettered (a) to

(q), contained in your letter.

We would report information on medical impairments to the M.I.B. from the

following sources if they were made available for our review by authorization of

the applicant.
a. Insurance company medical examinations for life insurance applicants.

b. Insurance company medical examinations for health and accident in-

surance applicants.

c. Medical records of attending physicians.

d. Medical records of hospitals.

e. U.S. Veterans Administration medical records.

We do not ordinarily have information available from the following types of

sources and therefore do not report it to the M.I.B. Occasionally it might be

voluntarily furnished to us by a physician, upon authorization by the applicant,

such as in the case of (h) Independent laboratory records; and in this event we
would report it to the M.I.B.

f. U.S. Department of Defense medical records.

g. Other Federal, state, county and municipal medical record sources,

h. Independent laboratory records.

i. Pharmacy records.

j. Information from other insurance companies.

k. Records of manufacturers of medical appliances and devices.

I. Records of executive examination agencies.

m. Records of voluntary health agencies.

n. Blood bank records.

o. Voluntary alcoholic assistance agencies' records.

p. Voluntary drug assistance agencies' records.

q. Other sources. Please specify each.

The last paragraph on Page 2 of your letter raises certain questions regarding

charges for M.I.B. The portion of our charges of the automation development by

M.I.B.'s servicing agent. The Recording and Statistical Corporation (branch of

Sperry Rand Corporation), amounted to $13,671 in 1970 and $13,001 in 1971.

These costs are included in the payments to Recording and Statistical Corpora-

tion, the servicing agent, as shown in Metropolitan's Schedule G of $64,246.34

for 1970 and $183,307.42 for 1971. These charges are also reflected in Item 4.3 of

Exhibit 5 of the Annual Statements, allocated approximately 90% to individual

Life insurance and 10% to individual Health insurance.

The differences in costs between 1970 and 1971 reflect a change in the procedure

of obtaining M.I.B. information. In 1970, M.I.B. information was handled on a

manual basis with Metropolitan personnel performing certain clerical work. In

1971, the system was converted to the computerized basis, with information being

handled bv the Recording and Statistical Corporation.

Our dues to M.I.B. amounted to $1,100 for 1970 and $1,100 for 1971.

Group Insurance Manual

"Other Coverages Required" with group hospitalization.

E. OTHER COVERAGES REQUIRED

May be issued without other coverages (but see note below re: Texas and

Louisiana cases). It is preferable to include Hospital Expense Insurance in

a package including at least Life or Accident and Sickness insurance and Surgi-

cal Operation insurance.

Note: Requests for Hospital Expense Insurance where Metropolitan Group

Life or Accident and Sickness insurance Is not inforce or written concurrently in
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Texas or Louisiana are to be referred to the Home OfiBce. An outline of tlie

information required for consideration is on file in the interested Regional
Office.

F. UNDERWRITING PRINCIPLES

It is important to avoid both under-insurance and over-insurance and it is,

therefore, essential to be sure that benefits offered are consistent with local

hospital charges and that such benefits do not supplement an existing plan
administered either by an insurance company, a self-insurance arrangement or
Blue Cross. Uniform amounts of Daily Benefit for all employees and dependents
is desirable.

Plans may not be written which provide Reimbursement basis for some em-
ployees and a Fixed Daily Benefit basis for others ; nor may the plan for

dependent coverage be different than that for employees. However, because of

the cost factor which in turn could affect employer-employee interest in the
Plan, the Daily Benefit for dependents may be lower than for employees.

In no event may the dependent Daily Benefit for any employee exceed his

personal benefit.

G. OLDER EMPLOYEES

Plans for Groups with 15% or more of employees age 60 and over must be
given special consideration. See "Rates—Gen'l Info." Section.

H. OLDER PLANS

In early years in this field, the Metropolitan sold Hospital Plans which differ

from those currently offered, e.g., maximum Special Services of 5 times the
Daily Benefit or exclusion of employees age 70 or over. There are still a few
such plans in force and if one of them is to be revised, every effort should
be made to change to up-to-date policy provisions.

1. RETIRED EMPLOYEES

Generally, Hospital Expense Coverage is cancelled when an employee retires.

However, the employer may amend the Policy to provide for continuance of

coverage after retirement. For procedures see Insurance For Retired Employees
in Und. Gen'l Section.

J. CONVERSION PRIVILEGE

The employer may arrange to include a provision in the Policy entitling

the employee to convert hospital coverage to an individual policy upon termi-

nation of employment.

[Excerpt from Health Rate Book—Metropolitan Life Insurance Co. (Personal Health
Insurance—Plan Descriptions and Underwriting Rules) ]

Occupational Ratings for Personal HsiiLTH Insurance

OCCUPATION AND AVIATION RATINGS FOR PERSONAL HEALTH INSURNCE

Needless correspondence, loss of time, and even failure to place a policy will

be avoided by strict adherence to the following plan of describing the occupa-
tion. You should state the industry, the department of the worker, the partic-

ular process engaged in, the trade title of the occupation, and the exact duties

of the applicant. Whenever the name of the firm does not indicate the product
manufactured, give full details. The following examples will show what is

required.
EXAMPLES

Driller

Industry : Building and construction.
Department : Tunnel construction.
Particular Process or Duties : Drilling rock ; not working under compressed

air.

Glaze mixer

Industry : Pottery.
Department : Glaze.
Particular Process : Mixes lead with other ingredients to prepare "slip" for

dipping purposes.
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Foreman
Industry : Patent leather.

Department : Finishing.
Particular Process or Duties: Supervising 10 men engaged in tacking skins

on frames and coating with paints and colors.

Note :—The better rating given to foremen as compared with skilled workers
in certain industries applies to supervising foremen only. Working foremen
are rated the same as skilled workers. (

To help the Agent further in describing the occupation, a list of questions

has been prepared for the industries and occupations in which it has been most
often necessary to delay issuance of a policy pending receipt of further informa-
tion. For those occupations or industries shown on the following pages, it will be
necessary to answer all the pertinent questions listed. If there is not suflBcient

space in the application for entering full details of the occupation, attach a
letter giving full particulars.

QUESTIONS TO BE ANSWERED BY APPLICANTS EMPLOYED IN SPECIFIED INDUSTRIES
AND OCCUPATIONS

1. Actors and showmen
1. Where is the applicant usually employed—radio studio, television studio,

moving picture studio, night club, etc. ?

2. What is the nature of the act?
3. Does it involve acrobatic or stunt work? Height at which performed?

2. Building contractors, architects, civil engineers

1. For w^hat kind of construction work does this company contract?

Note—If any of the following kinds of work are done, specify which : Bridge,
wharf, railroad, road or street, structural iron, tunnel, compressed air, under-
ground mining, roofing or cornice setting. If the company does any of these, give

full particulars as to the amount of time spent by the applicant on such work
and his exact duties in connection therewith.

2. How many men does he employ or supervise?
3. Does he do office work only, having foremen or a superintendent to actively

supervise construction ?

4. Does he inspect work in course of construction ? If so, how frequently?

5. Does he personally supervise the construction work? How much of his

time is thus spent?
6. Does he personally do any of the actual work? If so, how frequently?

3. Chauffeurs and drivers

1. Is he a driver salesman selling to homes?
2. Specify type of vehicle driven and the kind of material transported.

4. Chem,icals and explosives

1. What chemicals are manufactured in the plant in which the applicant is

employed? In his department?
2. What are the applicant's exact duties?
3. If explosives are manufactured or stored in the plant, state how fre-

quently the applicant goes to plant process or storage buildings and the average
time spent there weekly.

5. Chemists, chemical engineers, and laboratory assistants (technicians)

1. Is he a graduate chemist or a chemical engineer?
2. Does he do laboratory work only?
3. Are his duties supervisory only or does he take active charge of a manufac-

turing process ?

4. What chemicals are manufactured by the company by which he is employed?
5. If applicant is employed by a company manufacturing explosives or if he

takes active charge of a manufacturing process, send answers to Chemicals and
Explosives questions also.

6. Electrical industry

1. Where is applicant called upon to work—laboratory, power plant, factory or
dwelling, or construction and maintenance along the line?

2. What electrical appai^atus does the applicant tend, inspect, etc.? What are
his duties in connection there with ?
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3. Does the applicant do repairing? What does he repair?
4. Does the applicant do testing? What does he test? How frequently?
5. Does the applicant climb poles? How frequently ?

6. Does the applicant work in conduits?

7. Farmers
1. State kind of farm (stock, dairy, etc.) and whether the applicant is a farm

owner, renter, manager, foreman, or laborer.
2. Is farming his only occupation throughout the year?

{a) What other work does he do?
( h ) Specify how much of his time is spent in farming.

3. What is the approximate acreage of the farm he operates ?

8. Finishing operations—Metal products

State which the applicant does : grinding sandblasting, sanding, metal chipping,
waxing, or rubbing down. What portion of his time is spent on each?

9. Fishermen
1. Is the applicant a captain, engineer, or other oflScer? Specify. State the

number in crew.
2. Is fishing his only occupation throughout the year? What other work does he

do?
3. How much of his time is spent in fishing?
4. State in what waters he fishes—Grand Banks, other ocean, Great Lakes, or

inland waters.
5. State the principal kind of fish caught—lobster, shrimp, tuna, etc.
6. Does he return to shore every day ?

7. State the length, gross tonnage, and type of vessel used—trawler, dragger,
or other power vessel.

10. Foremen
1. How many men are directly under the applicant's supervision? What are

their duties?
2. Are his duties entirely supervisory? If not, give nature of and time spent on

other work.

11. Grinding and polishing

1. Specify whether the process is (a) an automatic process, in which the
article is held in place and ground or polished by entirely mechanical means, or
( b ) a hand process in which either the article or the abrasive wheel is controlled
manually. If a hand process specify type of wheel (carborundum, composition,
cloth, leather, sandstone, etc.

)

12. Machinists

1. What machines does the applicant operate?
2. Does he do more than a small amount of grinding, incidental to his regular

work? If he does, state how much of his time is so spent and answer Question 11.
3. Does the applicant do millwright work, installing and maintaining machin-

ery, shafting, etc.? If he does, how much of his time is so spent?

13. Marine
1. What is the applicant's rank or rating—captain, purser, engineer, oiler, sea-

man, etc. ?

2. On what type of vessel is the applicant employed—passenger ship, general
cargo vessel, tanker, tug boat, car ferry, sailing vessel, barge, lighter etc.?

3. If a passenger ship state name gross tonnage and number of passengers nor-
mally carried.

4. Is the vessel in ocean, coastal, Gulf, or Great Lakes trade, or is it only in
Inland water trade (rivers, sounds, bays, lakes other than Great Lakes) ?

14. Mining
1. What minerals are produced? If coal state whether anthracite or bituminous.
2. State what type of mine it is—underground, open pit, placer or hydraulic.
3. Specify the applicant's exact duties and where performed.
4. Has he any duties in the mine?
5. State how many times -per month, on the average, the applicant went into

mines in the past year and the average number of hours spent underground
monthly.
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15. Monument shops

1. How many men does the applicant employ or supervise?
2. What are his exact duties?
3. How much of his time is spent in carving, lettering, or sandblasting? If

none, how recently was he so engaged and over what period of time?

16. Oil—Geophysical exploration

1. Specify the geophysical method used—^seismic, gravitational, etc.

2. What are the applicant's exact duties?
3. Does he transport, handle, or detonate explosives?
4. Has the applicant's occupation required him, or may it require him, to

work outside of continental United States or Canada? If so, where and for
how long?

n. Shipbuilding and dry docks

1. Specify the applicant's exact duties.

2. State where he works—on the hull, deck, or superstructure, in cabins or
interior finishing, or in shop. If in a shop, state kind—^boiler, machine, etc.

3. What are the types and sizes of vessels built or repaired?

OCCUPATIONAL RATINGS LIST—PERSONAL HEALTH INSURANCE

It is not possible to include every occupation in the list, so some listings
and general descriptions of the various classifications are given below. The
alphabetical list of occupations should, however, always be consulted, keeping
in mind that if the specific title is not shown, the occupation, or one very similar
to it may be listed under another title.

Loss-of-time policies

Form A.H. 9-67.

Men—AAAA, AAA, AA—All Benefits available but first day accident or lifetime
accident not issued as Class AA7, and Benefit E issued at Class AA only if meeting
height and weight requirements for Preferred Life.

A—If there is no dagger ( t ) after the classification, occupations considered for
Benefit A with 5 year maximum benefit period only ; Benefit B without first-day

accident ; Benefit C only with Benefit A with or without F ; Benefits E and G
and lifetime accident not issued at this class.

Women—AAAA, AAA—All benefits except first day accident. AA—Benefit
O only or C and F.

Fo7in A.H. 8-65.

Men—AAAA, AAA, AA— (A in certain non-seasonal occupations. Not avail-

able if there is a dagger (t) after the classification.)

Forms A.H. 7-60, A.H. 7P-60, A.H. 7W-60.
Men and Women—AAAA, AAA, AA.
Men only—A, AE.

Hospital, surgical, and medical expense policies

All the occupations classified A, Af, AE, or better, as well as those classified

"H & S," are eligible for these forms.

Class

AAAA—This class is intended for high grade salaried ofllce workers such as
ofiicers of corporations, and persons employed in business oflices, banks and
similar organizations. Also included would be such persons as accountants, attor-

neys, and auditors. This class may also include certain manufacturers whose
duties are entirely confined to ofiice work with no supervision of any manufac-
turing process.
AAA—The following generally would be eligible for this class: Insurance

agents, clergymen, dentists, physicians, brokers and outside salesmen who do not
deliver or handle merchandise, clothing manufacturers, postmasters and postal

clerks (not handling parcel post). Also included would be manufacturers of soft

goods, such as textiles, whose duties include superintending.

AA—The following generally would be eligible for this class : Merchants and
clerks dealing in hardware or automobile supplies, servicemen who use hand
tools on the premises of the customer, and manufacturers of hard goods, such as

metal products and wood products, whose duties include superintending. Fore-

men who superintend but who do not have manual duties, as well as driver
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salesmen selling to homes (bakery, dairy, etc.). will be considered, except that
in this and other occupations designated AA7, first day accident or lifetime
accident will not be issued.
A—The following generally would be eligible for this class : Retail salesmen

and delivery or servicemen who do not qualify for AA, and most skilled and
semi-skilled workers classified Standard for Life insurance.

Issue of Forms A.H. 7-60 and A.H. 7P-60 with a maximum weekly indemnity
of $120 will be considered for this class. Also issue up to a maximum, monthly
indemnity of $500 ($600 for Term to 65) under Form A.H. 8-65 and all benefits
of Form A.H. 9-67, except E, G, first-day accident and lifetime accident, will be
considered up to $600 monthly indemnity vplth a 5 year maximum indemnity
period if there is no dagger (t) after the classification; and if the occupation
is not subject to seasonal fluctuations or risk of layoff, such as might occur in
the building trades or in clothing manufacture.
AE—This class includes occupations involving considerable risk of occupational

injuries. The following are the principal occupations in this class : Roofers,
outside painters and others working at heights, brick and stone masons, taxicab
o\^aier-drivers, plasterers and stucco workers.
Form A.H. 8-65 will not be issued to this class. Issue of Forms A.H. 7-60 and

A.H. 7P-60 will be considered at Class A rates subject to a rider excluding cover-
age for occupational injury, or, if the applicant prefers, the rider will be omitted
subject to 10% premium increase over the premium for Class A.
H. & S.—Occupations so designated are eligible only for Hospital, Surgical

and Medical Expense policies.

U—Occupations so designated are unacceptable for any form of Personal
Health coverage, including Hospital, Surgical and Medical Expense policies.

7—^This symbol means that lifetime accident or first-day accident coverage
will not be issued. In other words, an accident elimination period of at least 7
days is required with no extension beyond the normal maximum indemnity period.

*—This symbol means that if the applicant is the owner or manager and if

there are at least six full-time employees the next better class will be con-
sidered. In the case of AA7* or A*, consideration for the next better class will
not extend to consideration for a policy with fii-st-day accident or life-time
accident coverage. In the case of AA*, consideration at AxVA will be given for
any policy form.

t —This symbol means that, for Loss of Time policies, only Forms A.H. 7-60,
A.H. 7P-60 will be considered for Class A.

Occupation or Industry
Health

ins. class
Abrasive Industry :

Manufacture—all departments (Alundum, carborundum, diatoma-
ceous earth, emery, kieselguhr, pumice, quartz, sand and tripoli)
Foreman AA7
Skilled workers A
Laborers U

Abrasive products (Grinding wheels, sand and emery paper, etc.)
Clay department
Foremen AA7
Skilled workers A

Other departments
Foremen AA7
Kiln firemen, setters, drawers A
Other skilled workers A
Laborers, all departments U

Acetylene Gas Manufacture

:

Superintendents, chemists, laboratory assistants (technicians)—not
engaged in process work AAA

Foremen AA7
Skilled process workers A
Plumbers, pipefitters, steamfitters At
Cleaners of stills, tanks, etc U
Rackmen, truckers (hand), and other laborers U
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Occupation or Industry—Continued
Health

ins. class
Acid Manufacture (all acids) :

Superintendents, chemists, laboratory assistants (technicians)—
not engaged in process work AAA

Foremen AA7
Skilled process workers A
Lead burners H & S
Plumbers, pipefitters, steamfitters At
Cleaners of stills, tanks, etc XJ
Laborers U

Actors and Actresses See Amusements and Sports—General
Adding and OflBce Machine Repairers

:

Not in shop AA
In shop A

Aerial Services and Airport Employees See Aviation
Agents—Real Estate AAA
Air Transport Company Employees See Aviation
Airplane Manufacture See Aviation
Alcohol Manufacture (Excluding liquor distilleries, for which see under
Liquor and Allied Trade) :

Fermentation, destructive distillation, and synthetic (pressure)
processes

Superintendents, chemists, laboratory assistants (technicians)
not engaged in process work AAA

Foremen AA7
Still tenders, testers, kiln tenders, mixers, and other skilled
workers A

Cleaners of stills, tanks, etc U
Laborers U

Akali Manufacture

:

Caustic soda and potash, bleaching powder, soda ash, chlorine
Superintendents, chemists, laboratory assistants (technicians) not
engaged in process work AAA

Foremen AA7
Cell operators, evaporatormen, and other skilled process workers A
Cleaners of stills, tanks, etc U
Laborers U

Alimiinum Mills and Foundries See Metal Industries
Ambulance Drivers Af
Ammonia Manufacture (Including cyanamid and synthetic or electro-

chemical processes) :

Superintendents, chemists, laboratory assistants (technicians) not
process work AAA

Foremen AA7
Catalyst operators, scrubber operators, and other skilled process
workers A

Laborers U
Amusements and Sports

:

1. General
Acrobats and moving picture actors doing acrobatic work

:

On ground H & S
OfE ground TJ

Actors and actresses, best grade only H & S
Motorcycle and automobile racing—drivers and mechanics U

2. Amustment Machines (Legally operated)
Slot (gaming) machines U
Music, pinball, and similar machines

Wholesalers and jobbers only
Oveners, salesmen A

Retail distribution and service
Ovraers, managers

OflSce duties only AA
Sales and service duties Af

Music machines only H & S
Other H & S
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Occupation or Industry—Continued
Health

ins. class

Salesmen, servicemen, and collectox's

Music machines only Af
Other H&S

3. Athletes, Professional
Baseball players H&S
Bicycle riders

:

Motorcycle or motor-paced racing U
Otliers U

Football and hockey players U
Prizefighters and wrestlers, best grade only U

4. Bowling Alleys, Billiard and Pool Rooms, Dance Halls, and Skating

Rinks
Beer, wine or liquor sold See Liquor and Allied Trades

No beer, wine or liquor sold

Proprietors, managers

:

Bowling alleys AA7*
Others A*

Cashiers

:

Bowling alleys AA7*
Others A*

Attendants H&S
Porters and janitors H&S

5. Horse Racing

:

Accountants, cashers, and clerks AA
Jockeys and exercise boys ; trainers, best grade U
Stablemen H&S
Starters H&S
Trotting horse drivers (professional) U

6. Motion Picture Cameramen (No Stuntwork) and Technicians AAA
7. Musicians

:

Concert and symphony AAA
Dance orchestra and others, best grade A

8. Theaters

:

Proprietors, managers, executives

Motion pictures AAA
Stage shows primarily, best grade AAA

Motion picture machine operators AA7
Ticket collectors and ushers AA7

Annealers (Metal mills) Af
Apiarists See Farmers
Apprentices Rate as skilled workers in particulars

trade or industry

OflBce duties and inspection only AAAA
Supervising construction

:

Caissons, tunnels, docks, high structures, etc H&S
Non-hazardous AAA

^rmy See Military Services

Arsenals See Explosives Industry

Artificial Leather or Pyroxylin Plastic-Coated Material Manufacture :

Superintendents, chemists, and laboratory assistants (techni-

cians) not engaged in process work AAA
Foremen AA7
Skilled process workers A
Plumbers, pipefitters, steamfitters At
Laborers U

Artificial Silk (Rayon) and Cellophane Manufacture; Nylon—See

Nylon

:

Superintendents, chemists, and laboratory assistants (techni-

cians) not engaged in process work AAA
Foremen -^^7

Skilled process workers A
Plumbers, pipefitters, steamfitters Af
Laborers U
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Occupation or Industry—Continued
Health

ins. class

Asbestos Industry

:

Mining, quarrying, and ore reduction See Mining Industry
Products manufacture—millboard, shingles, siding, pipe covering,

brake lining, textile products, etc.

Superintendents and managers AAA
Foremen AA7
Beaters, wet machine operators, braiders, carders, mixers,

spoolers, hydraulic pressmen, and similar skilled workers. H & S
Openers, pickers, cleaners, chaser mill operators, fiberizers,

powder makers, screeners, laborers U
Asphalt Refining:

Foremen AA7
Stillmen, inspectors, pumpmen, and other skilled workers A
Laborers U

Asphalt Roofing Manufacture See Roofing Manufacture
Assayers See Chemists
Asylums See Hospitals
Athletic Instructors—Schools and Colleges AA7
Auto Body Repair and Paint Shops :

Owners A*
Employees H & S

Automobile Manufacture

:

Steel mill and fovmdry See Metal Industries

Stamping, assembling, and trimming
Foremen AA
Pressmen, assemblers, etc A

Painters and sandpaperers A
Body finishers A
Shop testers At
Road and proving ground testers H & S
Laborers U

Automobile Sales

:

Dealers and sales managers AA*
Salesmen AA7

Automotive Service—Garages, Filling Stations, Parking Lots, and
Car Laundries

:

Proprietors and managers, superintending only A*
Other proprietors and managers A
Mechanics, attendants, body repairers H & S

Car washers and laborers U

Classification

1. Passengers flying on United States and Canadian Scheduled See
Airlines § Occ.

2. Passengers—Other Flying --

3. Pilots—Civil Aviation :

Flying for United States and Canadian scheduled airlines in pas-

senger service § H & S

Flying for European scheduled airlines in passenger service §— U
Flying for United States or Canadian airlines in non-scheduled

passenger service or in scheduled or non-scheduled freight car-

rier service H <& S

Private pilots:

Experienced, age 27 or over, 125 hours flight or less per year_ —
Others —

Professional pilots of employer-owned planes (passenger or

freight service) :

Experienced, age 27 or over, 200 hours flight or less per year_ H & S

Others H&S

§U.S. scheduled airlines have been so certificated by the Civil Aeronautics Board for

service over regularly established routes and scheduled airlines of other countries which,

in the opinion of the Company, operate under comparable conditions.
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Occupation or Industry—Continued
Health,

ins. class

Pilots engaged in crop control

:

Fixed wing U
Rotary wing U

Testing of new types of aircraft and experimental flying U
Other pilots including student pilots U

Pilots—Military and Naval Aviation:
Operational duty

:

Military Airlift Command (United States) or Military Air
Transport Squadrons (Canada) :

Transport planes—personnel or cargo U
Others U

Other than Military Airlift Command (United States) or Mili-

tary Air Transport Squadrons (Canada) :

Fighters and attack bombers U
Other multi-engine bombers U
Helicopters U
Troop or cargo transports ; refueling tankers U
Patrol (including antisubmarine patrol), photo and weather
reconnaissance

:

Single-engine planes U
Multi-engine planes U
Army light liaison planes, fixed wing U

Staff duty (primarily), flying for proficiency only:

Age 40 or over—all planes U
Ages 30-39:

Transports—personnel and cargo U
Other planes U

Ages under 30 Rate as operational duty
Training

:

Air Force and Navy

:

Cadet and student pilots U
Rated pilots in training U
Instructors U

Army—student and instructors :

Light planes U
Helicopters U

Former Pilots, Former Student Pilots

:

Under age 30, has flown as pilot or has held student permit See
within 5 years Occ.

Age 30 or over, has flown as pilot or has held student permit See
within 2 years Occ.

All others, with no indication of renewed interest in See
aviation Occ.

Non-Pilot Flyers—Military and Naval Aviation :

Crew Members

:

Military Airlift Command and Military Air Transport
Squadrons (Canada) :

Transports—^personnel or cargo ; refueling tankers U
Others U

Other than Military Airlift Command and Military Air
Transport Squadrons (Canada) :

Fighters and attack bombers U
Other multi-engine bombers ;

patrol planes U
Helicopters ; single-engine planes U
Transports—^personnel or cargo ; refueling tankers U

Flight Surgeons U
Paratroopers and airborne troops U

Scheduled Air Transport Company Non-Pilot Employees

:

Aircraft crew, including flight engineers —
Airport and field service personnel, field managers, engineers,

mechanics, radio technicians, service men, etc., having flight

duties in connection with the observation, testing, etc. of air-

craft or equipment H&S

90-319—73—pt. lA 28
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Occupation or Industry—Continued
Health

ins. class

Employees flying on scheduled airlines as a matter of transpor-

tation only See
Occ.

Employees doing no flying See
Occ.

8. Aerial Services and Airports : Non-Pilot Employees

:

Aircraft crew, including flight engineers __

Airport and field service personnel having flight duties in cour

nection with the observation, testing, etc. of aircraft or H & S

equipment —
Others flying in the course of employment See
Employees doing no flying Occ.

9. Airplane Manufacture : Non-Pilot Employees
Flying field personnel having flight duties in connection with H & S

the observation, testing, etc. of aircraft or equipment __

Others flying in the course of employment See
Employees doing no flying Occ.

Awning Hangers Af
Awning Makers A
Bacteriologists

:

Routine laboratory work AAA
Others —

Bakelite and Other Non-Pyroxylin Plastics See Plastics
Industry

Bakeries

:

Wholesale bakeries

:

Bakers, dough mixers, packers, and other skilled workers A
Laborers U

Bakery shops

:

Owners

:

Best grade—supervisory duties AA*
Superintending, including counter duties AA*
Delivering AA7
Baking A

Bakers and skilled helpers A
Barber Shops

:

Proprietors and managers A*
Employees A

Bargemen See Marine
Industry

Bartenders H& S
Bath Attendants—Hot Baths H & S
Battery Manufacture See Electri-

cal Industry
Battery Service Station Workers A
Beauty Parlors

:

Proprietors and managers A*
Employees A

BeU Boy H & S
Beverage Industry (Non-Alcoholic) :

Proprietors

:

Superintending only AAA
Others

:

No delivering A
Delivering Af

Foremen ; skilled workers A
Laborers U

Bill Posters At
Billard Parlors
Blacksmiths, generally

:

Horseshoes ^_ Af
Machine shop A
Mines See mining industry
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Occupation or Industry—Continued
Health

ins. class

Blasters and Shooters

:

Building and construction—general H & S
Mines

:

Surface and open pit ; underground potash and salt H & S
Others

Oil fields and wells :

Geophysical exploration—seismic method U
Others U

Quarries H & S

AA7
A
V

Bleaching Powder Manufacture
Boat Building
Boiler Inspectors (Government or insurance company) :

Land boilers AA\
Marine boilers AA.

Boiler Washers and Cleaners U
Boilermakiug

:

Foremen AA7
Inspectors, layers-out AA7
Boilermakers and helpers (apprentices) Af
Boilermakers' laborers and helpers (laborers) U

Bookbinders AA7
Bootblacks and Hat Cleaning Establishments :

Proprietors H & S
Bootblacks U
Porters u
Other employees U

Bottling Plants :

Non-alcoholic beverages See Beverage Industry (Non-Alcoholic)
Beer, wine, liquor See Liquor and Allied Trades

Bowling Alleys See Amusements and Sports
Brass Mills and Foundries See Metal Industries
Breweries See Liquor and Allied Trades
Brick Manufacture:

Glazed brick workers See Potteries—glazers, glassmakers
Foremen AA7
Skilled workers Af
Laborers \j

Bricklayers and Masons

:

Apprentices Rate as skilled tradesmen
Helpers (not apprentices) Rate as laborers in particular industry
Building and construction

:

General construction ^^
Bridge and structural iron and steel U
Caisson workers U
Marine—docks, etc H «& S
Smokestack and chimney H & S
Tunnel and shaft

:

In compressed air U
Not in compressed air

:

Finishing operations Af
Others

~~
-jj

Coke ovens
; glass (relining furnaces) """11 AE

Explosives (except small arms ammimition) U
Metal mills (iron and steel, brass, etc.) See Metal Industries
Mines _ — gee Mining Industry
Railroads (bridges-and-building) H&S
Other industries, generally _ AE

Bridge Construction S~e7Bmiding~and Construction



980

Occupation or Industry—Continued
Health

ins. class

Broom and Brush Manufacture :

Proprietors

:

Superintending only AAA
Otiiers AA7

Foremen AA7
Skilled workers A
Laborers U

Buffers (Metal) See Grinders (Metal)

Building and Construction

:

1. General Construction:
Note :—These ratings apply where no unusual hazard exists. Certain kinds

of construction v>'ork require a special rating. See list following General

Construction.
Apprentices Rate as skilled tradesmen
Architects See Architects

Blasters H & S

Bricklayers and masons AE
Carpenters Af
Cement and concrete finishers A
Cement workers (laborers) U
Civil engineers, transitmen and rodmen, generally AAA
Concrete finishers A
Concrete mixer operators Af
Contractors and superintendents

:

Not working A
Working A

Crane, derrick, hoist, and power shovel

:

Operators and firemen Af
Oilers H&S

Drillers (rock) H&S
Dumbwaiter installers and repairers Af
Electrical inspectors, city or insurance company AAA
Electricians wiring buildings Af
Floor finishers and sanders A
Foremen

:

Supervising only A
Others Rate as skilled workers in same trade

Glaziers A
Helpers

:

Apprentices Rate as skilled tradesmen
Laborers U

Hod carriers U
Insulators rock wool, etc Af
Laborers U
Lathers A
Masons AE
Ornamental iron workers and housemaids :

Railing, fence^ metal sash installers Af
Fire escape, balcony, elevator, stair erectors H&S

Painters and vamishers

:

House painters AE
Interior decorating and painting A
Sign painters

:

Outside AE
Shop A

Paper hangers A
Pile driver operators H&S
Pipefitters A
Plasterers AE
Plumbers A
Riggers H&S
Rod setters Af
Roofers, tinners (roofing), and cornice workers AE
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Sheet metal workers and tinsmiths

:

Roofing AE
Others AA7

Shorers H & S
Sprinkler installers A
Stationary engineers, generally At
Steamfitters A
Steam shovel operators At
Stone cutters AE
Tile setters, marble, mosaic, and terrazzo workers

:

Roofing AE
Others AE

Tinsmiths

:

Roofing or cornice work AE
Others AA7

Timekeepers AA
Tuckpointers AE
Watchmen H & S
Waterproofers AE

2. Bridge and Structural Iron and Steel Construction

:

Foremen H & S
Carpenters, electricians, painters, welders, cutters and struc-

tural iron workers H & S
Rod setters (building construction) At
Laborers U

3. Building Movers

:

Foremen and skilled workers At
Laborers U

4. Building Wreckers:
Skilled workers U
Laborers U

5. Domestic Water Tank, Silo, and Windmill construction

See specific occupation under General Construction At
6. Elevator Installation and Repair Al
7. Marine (Docks, Drydocks, Breakwatei's, Piles, Levees, Jetties)

Foremen
Bricklayers and masons; pile driver operators and firemen H & S
Carpenters, cement finishers, and other similar skilled workers

;

shorers H & S
Divers U
Laborers U

8. Road, Street and Sewer (Except Tunnel) Construction:
Foremen ; operators of ditching machines, graders, steam rollers,

and other road building machinery ; pipe layers U
Jackhammer operators

:

Paving At
Rock drilling H & S

Asphalt layers (laborers) and other laborers H & S
9. Smokestack and Chimney Construction U
10. Steeplejacks and Flagpole Workers U
11. Tunnel and Shaft Construction :

Working under compressed air:
Foremen, all skilled workers . U
Laborers U

Not working under compressed air

:

General operations

:

Foremen and skilled workers U
Laborers U

Finishing operations : Tile setters, etc See specific occupation under
General Construction

Building Cleaning and Renovating

:

Outside

:

Sandblasters U
Acid cleaners U
Others
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Burnishers (Metal) A
Bus Drivers A
Butchers

:

Retail

:

Owners See Merchants—Retail (meat and fish)
Employees A

Packing houses and wholesale distributors A
Butlers H «& S
Butter Making See Dairy Industry
Button Manufacture

:

Plastic buttons See Plastics Industry
Bone, horn, shell (pearl), vegetable ivory :

Foremen AA7
Skilled workers A
Laborers U

Cabinet Makers A
Cable Splicers

:

Electric light and power U
Telephone and telegraph H & S

Caisson Workers

:

Foremen, skilled workers U
Laboi-ers U

Can Manufacture

:

Foremen AA7
Skilled workers A
Laborers U

Candy and Confectionery

:

Foremen AA7
Skilled workers A
Laborers U

Canning, Preserving, and Pickling:
(Except Meat Packing, for which see under Stockyards) If sea-

sonal work only, other occupation will be considered
Proprietors

:

Superintending only AAA
Others AA7

Foremen ; skilled workers A
Laborers U

Carborundum Manufacture See Abrasives Industry
Carpenters

:

Apprentices Rate as skilled tradesmen
Helpers (not apprentices) Rate as laborers in particular industry
Breweries, wineries, distilleries, etc Af
Building and construction

:

General construction Af
Bridge and structural iron and steel H t& S
Caisson (compressed air) U
Marine—docks, etc H & S
Tunnel and shaft:

In compressed air U
Not in compressed air

:

Finishing operations Af
Others U

Cabinet makers A
Explosives (except small arms ammunition) U
Mines See Mining Industry
Oil (petroleum) and natural gas industry :

Rig, derrick, and tank building H & S
Others H & S

Railroads (bridge-and-building) H & S
Ship and boat building

:

Large vessels—hull construction H & S
Others Af

Other industries, generally At
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Cartridge Manufacture See Explosives Industry

Cash Register Repairers

:

Not in shop AA
In shop ^

Caustic Soda Manufacture See Alkali Manufacture
Cellophane Manufacture See Artificial Silk

Celluloid and Other Proxylin Plastics See Plastics Industry

Cement, Lime, and Gypsum Manufacture

:

Foreman AA7
Skilled workers At
Laborers U

Chauffers and Drivers

:

Driver salesmen selling to homes (bakery, dairy, laundry, etc). AA7
Explosives

:

Nitroglycerine U
Powder, dynamite, and other high explosives U

Trailer trucks (except explosives) H & S
Others

:

Ambulance, armored car, bus, dairy, expressmen, fuel oil,

furniture and piano moving, gasoline, private family Af
Ash truck, garbage and street cleaning truck, building

wrecking, coal or ice truck, junk and scrap metal dealers

(except pushcart), safe and machinery moving H & S
Light delivery (generally) Af
Liquor industry :

Breweries, wineries, distilleries, and wholesale dis-

tributors AE
Retail liquor stores See Liquor and Allied Trades

Motor truck (except as otherwise stated) At
Racing U
Taxicab drivers:

Owners AE
Employees H & S

Cheese Making See Dairy Industry

Chefs See Cooks and Chefs

Chemical Industry See Acids, Alkali, Plastics, Nylon, etc.

Chemists, Chemical Engineers, Assayers, Metallurgists, and Labora-
tory Technicians

:

Not engaged in process work See particular industry

Note : If not listed under industry—analytical, laboratory, phar-

maceutical—non-hazardous duties AAA
Engaged in process work Rate as foreman or skilled

workers, depending on duties

Chiropodists AAA
Chiropractors AAA
Chlorine Manufacture See Alkali Manufacture
Cigar and Cigarette Manufacture See Tobacco Manufacturet
Civil Engineers

:

Building and construction, generally AAA
Railroad industry AAA
Others, hazardous duties U

Cleaning and Dry Cleaning Plants See Dry Cleaning Plants

Clerks (Sales) and Salesmen—Retail (not delivering, not listed

elsewhere) :

Art goods, books, carpets, clothing, dry goods, hats (not repair-

ing), jewelry (not repairing), leather goods, linoleiun, musical

instruments (not repairing), optical goods, photographic sup-

plies, rugs, sewing machines (not repairing), sporting goods. AAA
Automobile accessories AA
Bakery (counterwork only) AAA
Drug store

:

No fountain work AA
Dispensing ice cream AA7
Dispensing other foods See Restaurants
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Dry cleaners (counterwork only, no cleaning on premises) AAA
Furniture or major household appliances (not repairing) A
Grocery, meat, fish, fruit, vegetable, produce, and delicatessen— A
Shoe (not repairing) AA
Soda or ice cream dispensers AA7

Clerks (not listed elsewhere) :

Shipping (no special hazard) A
Stock, light goods (no special hazard) AA

Clothing Manufacture

:

Proprietors, executives, supervisors, designers.., AAA
Pattern makers AA7
Tailors, cutters, and other skilled workers A
Laborers U

Coal and Ice Distribution

:

Delivery of coal from mines to wholesale and retail yards
Owners (driving) and chauffeurs H&S
Helpers U

Wholesale and retail dealers
Owners, best grade, not delivering A
Owners, best grade, not delivering or handling A *

Other owners and chauffeurs H&S
Foremen A
Pushcart vendors, carriers, helpers ; wheelers, yardmen, and

laborers U
Coast Guard See Military Services
Cobblers A
Coke Ovens

:

Foremen Af
Dampermen, lutermen, quenching car men H&S
Other skilled workers Af
Hand levelers, hand oven pullers, tar chasers, and other

laborers U
Cold Storage Plants

:

Foremen; shipping clerks A
Skilled workers Af
Laborers U

Collectors

:

Accounts only AA7
Repleviners, repossessers Af

Compositors AA7
Compressed Gas and Liquid Air Plants :

Acetylene See Acetylene Gas
Chlorine See Alkali Manufacture
Argon, dry ice (solidified carbon dioxide), hydrogen, neon, nitro-

gen, oxygen
Superintendents, chemists, laboratory assistants (tech-

nicians) not engaged in process work AAA
Foremen AA7
Cellmen, compressor engineers, meter readers, column men,
gas purification operators, scrubbers, fumacemen, press-
men (dry ice), retort tenders and similar skilled workers- A

Cylinder maintenance men; pipefitters Af
Laborers U

Concentrating, Ore See Mining Industry
Concrete Block Manufacture

:

Foremen AA7
Skilled workers Af
Laborers U

Constables :

Making arrests or guarding prisoners H & S
Others AAA

Construction See Building and Construction
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Cooks and Chefs

:

.

Hotels and restaurants, generally ^
Combination restaurants and bars w ^ «j

Nigbt clubs and roadbouses H & S
Saloons and beer taverns H & S
Lumber camps rj Xr <^

Domestic, school, and hospital
X^

Candy cooks
TT "i: S

Railroad dining car xi oc o

Coopers : . » -^

Breweries, distilleries, wineries -^'

Others—non-hazardous industries

Cotton Mills ^^ J-exuie maubiry

Countermen and Countergirls : Restaurants and
^ wo-f.«co^o

lunch wagons See Waiters and Waitresses

Cranemen

:

.

Abrasives manufacture—not products ^ p o
Bridge (large) construction; lumbering and logging il & b

Docks . .

Handling coal and ore 4 p o
Others fl

General construction: glass factories and metal mills At

Railroad wrecking crew ; shipbuilding H & S

In most other plants ^t
Custodians See Janitors

Dairy Industry—Milk, Butter, Cheese, Condensed Milk, Ice Cream :

Foremen AA7
Chauffeurs and drivers See Chauffeurs and Drivers

Cold room skilled workers At
Bottlers ; butter, cheese, and ice crime makers ; can fillers con-

densers, pasteurizers, and other similar skilled workers A
Bottle and can washers (machine operators) ;

platform men
(not laborers) A.

Laborers U
Decorators, Interior, not painting, varnishing, or paper hanging— AAA
Deliverymen See Chauffeurs

Dental Hygienists AAA
Dental Mechanics AAA
Dentists AAA
Detectives See Police

Diamond Cutters and Polishers AA
Distilleries See Liquor and Allied Trades

Divers U
Docks (Except dock construction) :

Dock bosses and checkers A
Dock laborers and loaders U
Cranemen See Cranemen
Longshoremen and stevedores

Foremen H & S
Workers U

Dredges See Marine Industry
Drillers, not blasting

:

Rock drillers in mines See Mining Industry—rate as skilled miners
Rock drillers in quarries U
Rock drillers not in mines or quarries H & S
Oil and water well drillers At

Drivers See Chauffeurs
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Druggists See Merchants
Dry Cleaning Plants

Proprietors, managers AA*
Foremen AA7
Skilled workers, operating cleaning drum Af
Laborers U

Dry Docks See Ship and Boat Building
Dry Ice See Compressed Gas and Liquid Air
Dye and Dye Intermediate Manufacture :

Superintendents, chemists, laboratory assistants (techni-

cians)—not engaged in process work AAA
Foremen AA7
Skilled process workers A
Laborers U

Dyeing and Bleaching Works :

Foremen AA7
Skilled employees A
Laborers U

Electric Tnick Operators See Tnick Operators
Electrical Industry

:

Bridge, tunnel, and shaft construction See Building and Construction
Explosives industry See Explosives Industry
Liquor and allied trades See Liquor and Allied Trades
Radio and television broadcasting See Radio and Television
Railroads and railways See Railroad Industry
Telephone and telegraph See Telephone and Telegraph

1. General

:

Electrical engineers

:

Consulting and designing AAAA
Electrical labortory-development, testing AAA
Student electrical engineers A A.

Others
Electrical contractors

:

Wiring buildings
Supervisory duties only A
Working A

Others
Electrical inspectors, city or insurance company AAA
Repairers and testers of armatures, coils, condensers, meters,

motors, etc.—in shops Af
Meter readers AAA
Electricians

:

Wiring buildings Af
Plant maintenance men

:

Buildings and factories, generally At
Mines, quarries

:

Open pit and strip mines ;
quarries H & S

Underground mines

:

Surface duties only—all mines H & S
Underground duties See IMining

2. Power Plants and Substations :

Superintendents (power plants) AA
Load dispatchers AAA
Chief electricians At
Dynamo, generator, turbine, and switchboard operators ; trans-
former repairmen ; stationary engineers and firemen ; mainte-
nance electricians At

Oilers At
Laborers U
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3. Power Line Construction and Maintenance

:

Overhead lines

:

Foremen

:

Climbing poles, towers U
Not climbing poles, towers H & S

Patrolmen

:

Climbing poles, towers U
Not climbing poles, towers Af

Linemen, troublemen, cable splicers U
Pole setters ; tree trimmers, ground crew H & S
Laborers U

Conduits and tunnels only :

Foremen ; ground crew H. & S
Cable splicers, linemen, troublemen U
Laborers U

4. Battery Manufacture

:

Storage batteries:
Foremen

:

Lead burning, mixing or pasting departments H & S
Otber departments A

Chargers, developers, and formers A
Lead burners, molders, and solderers ; mixers and pasters H & S
Laborers U

Dry ceU batteries

:

Foremen AA7
Grinders, mixers, stampmen ; other process workers A
Laborers U

Electroplating Plants:
Foremen AA7
Skilled workers A
Laborers U

Electrotypers AA7
Elevator Inspectors (city or insurance company) AA
Elevator Installers and Repairers At
Elevator Operators:

Starters AA
Operators—Passenger or freight Af

Embalmers A
Embroiderers A
Enamel Sprayers and Dippers, generally A
Engineers

:

Technical

:

Chemical engineers See Chemists
Civil engineers

:

Building and construction, generally AAA
Railroad industry AAA
Others, hazardous duties —

Electrical engineers —
Mechanical engineers, generally AAA
Mining engineers

:

Safety engineers and Government mine inspectors Af
Student —
Others —

Railroad

:

Locomotive engineers and motormen
Diesel or electric ; subway and elevated lines At
Steam H & S

Stationary See Stationary Engineers

Engravers—Lithography, Metal AA7
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Etchers

:

Photoengraving AA7
Glass—acid finishing H & S

Explosives Industry

:

1. Powder, Dynamite, T.N.T., Nitro-Glycerine, Fulminate of Mercury,

etc.

:

Duties confined entirely to buildings other than plant process

buildings, e.g., administration, engineering, power plant, ma-
chine shops

:

Chemists, laboratory technicians AA
Others —

Duties confined most of the time to buildings other than plant

process buildings;
Employed most or all of the time in plant process buildings

:

Superintendents, chemists, laboratory technicians H & S
Foremen ;

process workers H & S
Laborers U

2. Munitions—Shells, Bombs, Grenades, Torpedoes, Percussion Caps,

Bag Loading, Poison Gas, etc.

Duties confined entirely to buildings other than plant process

buildings, e.g., administration, engineering, power plant, ma-
chine shops
Chemists, laboratory technicians AA
Others H & S

Duties confined most of the time to buildings other than plant

process buildings —
Employed most or all of the time in plant process buildings

:

Proving ground ballistic engineers AA
Superintendents, chemists, laboratory technicians H&S
Foremen H&S
Laborers U
Proces workers, maintenance men (pipefitters, painters, elec-

tricians, etc.) ^ H&S
Salvage workers H&S

3. Cartridges (Small arms ammunition) :

Office personnel AAA
Chemists, laboratory technicians AA
Foremen H& S
Cartridge fillers and other automatic finishing machine opera

tors
Swagers, trimmers, cup washers H & S
Other skilled process workers H&S
Bricklayers and masons, carpenters AE
Laborers U

4. Fuse Manufacturing (Burning Type), Flares, Fireworkers, etc.:

Ofl3ce personnel AAA
Superintendents, chemists, laboratory assistants :

Not working in process building AA
Others H&S

Foremen and plant maintenance men ; skilled process workers— H&S
Laborers , U

5. Arsenals and Ordnance Depots : .

OflScers and enlisted men Rate according to rank—See
under Military Services

Civilian employees

:

Where explosives manufacture or shell loading
processes are performed on the premises See particular explosives

Where only storage (magazines, depots) is involved :

Foremen ; skilled workers H&S
Laborers Tt

Salvage workers H & S
6. Transportation

:

Chauffeurs and helpers delivering

:

Nitroglycerine U
Powder, dynamite, etc U
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Expressmen -^t

Exterminators and Fumigators

:

Using liousehold powders, pasters, and sprays only At
Using hydrocyanic acid or other poisonous gas U

Farmers (General, dairy, stock, poultry—no other occupation) :

Owners—best grade :

Daily, stock, poultry , A
General farm products H&S

Owners—others

:

Dairy, stock, poultry
;
general farm products H&S

Farm hands and laborers—best grade U
Farm hands and laborers—others U

File Cutters (Hand) A
Filers

:

Hand, generally A
Saw mills Af

Filling Stations See Automobile Service
Film Manufacture

:

Foremen AA7
Cotton nitrators, silver nitrate makers, centrifugal operators,

acid room skilled workers H&S
Other skilled workei'S A
Laborers U

Fire Department: Officers and men H&S
Fire Wardens

:

No flying Aj
Flying

Firemen, Stationary See Stationary Firemen
Fish Curing and Packing

:

Foremen ; skilled workers A
Laborers U

Fishermen

:

Inland waters—bays, lakes (except Great Lakes), rivers and
sounds: Officers; crews and fishermen of all vessels At

Great Lakes

:

Coming ashore daily : Officers ; crew and fishermen of all

vessels At
Not coming ashore daily :

Officers, licensed engineers, and radio operators of all

vessels H&S
Crew and fishermen of all vessels H&S

Ocean and Gulf

:

Coming ashore daily

:

Officers, licensed engineers, and radio o]>erators of
larger vessels ; fishing guides At

Officers of other vessels ; crew and fishermen of all

vessels H&S
Not coming ashore daily :

Trawlers and draggers:
Officers, licensed engineers and radio operators U
Crew and fishei'men U

Other fishing vessels

:

Large boats

:

Officers, licensed engineers and radio operators- U
Crew and fishermen

:

Tuna fishing U
Other fishing U

Small boats

:

Officers, licensed engineers and radio operators. U
Crew and fishermen U

Floor Finishers and Sanders A
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Flour and Grain Mills

:

Foremen AA7
Skilled workers Af
Laborers U

Foremen

:

Working foremen Rate as skilled workers
Supervising foremen See particular industry

Forest Rangers:
No flying At
Flying

Foundries See Metal Industries
Fumigators See Exterminators and Fumigators
Funeral Directors

:

No embalming A*
Others A

Fur Industry (See also Hat Manufacture) :

Dealers, salesmen, and managers AAA
Foremen AA7
Dressing establishments :

Skilled workers A
Laborers U

Furriers and fur garment shop workers :

Working with whole skins A
AVorking with fur clippings only H & S

Furniture and Piano Movers H & S
Furniture Manufacture (See also Woodworking) :

Foremen AA7
Cabinet makers A
Saw and other machine operators Af
Finishers, polishers, and sandpaperers A
Upholsters AA7
Laborers U

Galvanizers Af
Game Wardens

:

No flying H & S
Flying

Garages See Automobile Service
Garbage Collection See Street Cleaning and Garbage Collection

Gardeners, Nursery Workers (best grade) H & S
Gas:

Acetylene See Acetylene Gas
Chlorine See Alkali Manufacture
Natural See Oil and Natural Gas
Oxygen, hydrogen, nitrogen, etc See Compressed Gas and Liquid Air
Illuminating

:

Foremen AA7
Skilled workers Af
Gas meter inspectors or testers AA
Laborers

:

Pipe lines U
Others U

Gasoline Station Managers See Automobile Service

Gas Wells See Oil and Natural Gas
Geologists

:

Mining See Mining Industry

Field work (not mining) :

In unexplored territory U
Others AA

Laboratory work only AAA
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Glass Manufacture (See also Mirror Manufacture) :

1. All Branches

:

Superintendents (oflBce duties) AAA
Foremen AA7
Bricklayers, relining furnaces AE
Cranemen A
Mixing room skilled workers ; furnace men (skilled) A
Laborers U

2. Blown, Pressed, and Window Glass :

Skilled workers A
3. Cut Glass

:

Engravers, cutters A
Pumice stone and putty polishers ; acid finishers H & S

4. Optical Glass

:

Lens grinders AA
5. Plate Glass

:

Bevelers, cutters, dressers, grinders, layers, and polishers A
Casting house skilled workers A
Other skilled workers See Glass—All Branches

Glaziers A
Glue Manufacture

:

Superintendents, chemists, laboratory assistants (technicians)—
not engaged in process work AAA

Foremen AA7
Skilled workers A
Laborers U

Grain Elevators and Grain Mills :

Foremen AA7
Skilled workers At
Laborers U

Greenhouse Proprietors, superintending only AAA
Grinders, Buffers, and Polishers (Metal) :

Completely automatic grinding or polishing A
Hand grinding, polishing, and buffing

:

Using sandstone wheels H & S
Using composition wheels, carborundum, etc.

:

Foundries and metal mills H & S
Others H & S

Using cloth, leather, or felt wheels A
Grinding Wheel Manufacture See Abrasives Industry
Guards

:

Banks and office building AA
Customs guards Af
Industrial plants

:

Gate house Af
Watchmen

:

Explosives plants H&S
Others H&S

Payroll, armored car Af
Prisons H&S
Private estates H&S
Subway and elevated railways H&S

Gypsum Manufacture See Cement Manufacture
Hair Goods Manufacture

:

Foremen; skilled workers A
Laborers U

Hairdressers See Beauty Parlors
Hardeners (Metal) Af
Hat Cleaning Establishments

:

Proprietors H&S
Employees See Bootblack and Hat Cleaning Establishments
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Hat Manufacture (Fur and wool felt hats) :

Front shop operations

:

Foremen A
Blockers, curlers, flangers, shavers, singers, pouncers, trim-

mers, binders, welters, and other skilled workers A
Back shop operations

:

Foremen A
Blockers, blowers, driers, hardeners, mixers, pouncers, siz-

ers, starters, stifCeners, weighers, wetters-down, and
other skilled back shop workers H& S

Hatters' fur shops

:

Foremen A
Blowers, brushers, carroters, cutters, sorters, and other

skilled workers H&S
Laborers (all departments) U

Hemp Mills See Textile Industry
Hod Carriers U
Horse Racing See Amusements and Sports
Hospitals

:

X-ray and radium services See X-ray and Radium
Bacteriologists

:

Routine laboratory work AAA
Others

Nurses, inch student nurses

:

Females H&S
Males H&S

Physiotherapists, physical therapists AAA
Orderlies and attendants

:

Mental hospitals H&S
Others H&S

Ambulance drivers At
Cooks H&S
Tray girls H&S
Dishwashers and similar kitchen help U
Elevator operators Af
Laundry—skilled operatives A
Porters U

Hotels

:

Proprietors and managers

:

Establishments where the sale of alcoholic beverages is a
large part of the business See Liquor and Allied Trades—rate as

Combination Restaurant and Bar
Establishments where alcoholic beverages are not sold or are

sold as a side line :

Good to excellent accommodations AAA
Others AA7

Cooks and chefs, generally A
Bell boys H&S
Maids and other female servants H&S
Dishwashers and similar kitchen help U
Waiters

:

Alcoholic beverages served See Liquor and Allied Trades
Others H&S

Waitresses

:

Alcoholic beverages served See Liquor and Allied Trades
Others H&S

Porters H&S
Ice Cream Manufacturing See Dairy Industry
Ice Dealers See Coal and Ice
Ice Manufacture

:

Foremen AA7
Skilled workers ; stationary engineers Af
Laborers U
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Inspectors (See also particular industry) :
""*• "'ass

' Foods and drugs ; health departments ; immigrants—in city AAA
Liquor package stores See Liquor and Allied Trades—Liquor

Law Enforcement
Postal service inspectors, not detectives AAA
Slaughter and packing houses (Government or company—no
process work) AAA

Iron and Steel Mills and Foundries See Metal Industries

Janitors

:

Apartment houses, churches, and schools
Best grade Af
Other janitors H «& S

Banks
Best grade H & S
Other janitors H & S

Factories and oflSce buildings, generally H & S
Japanners See Painters

Jewelry Manufacture

:

Proiirietors :

Superintending only AAA
Others AA

Foremen AA
Polishers and buffers : leather, felt, or cloth wheels ; rollers,

electroplaters (silver and other), colorers ; enamelers (hand)
of buttons and other small parts A

Laborers U
Junk and Scrap Metal Dealers, driving, including chauffeurs (not

pushcarts) H & S
Jute Mills See Textile Industry
Knitting Mills See Textile Industry
Laboratory Techncians See Chemists
Laborers See particular industry

This title includes cleaners (factory), helpers (not apprentices), hod carriers,

loaders, muckers, pliers, shovelers, stockers, sweepers (factory), truckers (hand),
unloaders. wheelers, yardmen, as well as persons designated as common laborers.

Lacquer Manufacture See Paint
Lacquerers See Painters
Laundries

:

Proprietors or managers
Superintending only AA*
Others

Delivering AA7
Not delivering AA

Foremen AA7
Dry cleaners (operating cleaning drum) Af
Other skilled workers A
Laborers U

Laundresses (day's work) H «& S
Lead Burners

:

Storage batteries and chemicals manufacture H & S
Others H & S

Lead Smelting and Refining See Metal Industries
I'Cad Workers See Metal Industries
Leather Manufacturer

:

Artificial leather See Artificial Leather
Patent leather See Patent Leather
Tanneries See Tanneries

Leather Products Manufacture

:

Proprietors

:

Superintending only AAA
Others AA7

Foremen AA7
Skilled workers A
Laborers U
90-319—73—pt. lA -29
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Life Guards

:

Pools or beaches H & S

Coast Guard Service See Military Services

Lime Manufacture See Cement Manufacture

Linemen

:

Electric light and power U
Telephone and telegraph H& S

Railroads

:

Power lines ^
Telephone and telegraph H & S

Signals

:

Subways H & S

Other lines H & S

Linoleum and Oilcloth Manufacture

:

Foremen ^t
Stone dressers AA7
Other skilled workers Af
Laborers U

Linotypers -^-^'^

Liquor and Allied Trades—U.S. & Canada :

1. Breweries, Distilleries, Wineries, and Bottling Works :

Proprietors and executives

:

Office duties only AAAA
Others (sales or plant duties) AA

Office staff

:

Supervisory AAAA
Others AAAA

Salesmen and collectors

:

Sales managers

:

Contacting only wholesale jobbers, department stores,

state operated liquor stores AAA
Contacting general retail trade (primary duties) AA

Salesmen, collectors, window decorators, etc.

:

Wholesale contacts only AA
Retail contacts AA

Foremen—all departments Af
Manufacturing (including bottling department) employees:

Plant superintendents, chemists, brewmasters AAA
Examiners, inspectors, gangers (company employed) AA
All skilled process workers At
Laborers (ashmen, cleaners, etc.) U

Shipping department, transportation, and warehouse employees :

Shipping clerks : At
Truck drivers -A^E

Garage mechanics H & S

Platform loaders (pi-imary duties) H&S
Laborers U

Maintenance employees Af
2. Wholesale Houses and Distributors: (Beer, wine, liquor, cordials,

etc.) See Breweries, Distilleries, Winei-ies

3. Retail Stores handling beer, wine or liquor for consumption off

premises

:

Beer, wine, or liquor handled as side line Usual trade ratings apply

Beer ( wine, or liquor handled as the principal commodity :

Owners, managers, and clerks

:

Liquor department stores, state-operated stores, and
other best grade retail stores AAA

Other retail stores

:

Owners, managers AA
Clerks AA

Deliverymen

:

Best grade At
Others At
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4 Restaurants, including First Class Hotel Restaurants, Cafeterias,

Delicatessens, etc. where alcoholic beverages are sold as side line

:

Proprietors and managers A*

Stewards and cashiers ^^
Headwaiters and hostesses S ''^

a
Waiters, countermen, and bus boys H <-^ f^

Waitresses and countergirls S 1

1

Bartenders H & b

5. Hotel Restaurants

:

, . , , •

Establishments where alcohol beverages are sold as a side line :

Good grade ^^^^
^J^Restau-

rants

Others

:

^
Proprietors and managers a •

Stewards and cashiers -^A

Waitresses H & S

Waiters and bus boys H & S

Bartenders H & S

Establishments where the sale of alcoholic beverages is a large

part of the business ^^^^ a,^.

Combina-
tion Res-
taurants
and Bars

6. Hotel Bars, Cocktail Lounges

:

Good grade

:

Managers and assistant managers A
Headwaiters, stewards, and cashiers H & S

Headwaitresses and waitresses H & S

Waiters and bus boys H & S

Bartenders H & S

Otliers Rate as Sa-
loons,

Taverns,
etc.

7. Combination Restaurants and Bars, where meals and alcoholic

beverages are of about equal importance

:

Owners and managers A*t
Headwaiters H & S
Waiters and bus boys H & S
Waitresses H & S
Bartenders H «&; S
Cooks A

8. Saloons, Taverns, Night Clubs, Roadhouses, and Similar Drinking
Places

:

Owners, managers H & S
Headwaiters H & S
Waiters and bus boys H & S
Waitresses H & S
Cooks

:

Night clubs, roadhouses H & S
Saloons, taverns, etc H & S

Bartenders H & S
Other employees

Bowling Alleys, Billiard and Pool Rooms, Dance Halls, and Skat-

ing Rinks, serving beer, wines, or liquor

:

Proprietors and managers A*t
Waiters H & S
Waitresses H & S
Pin boys TT

Bartenders H & S
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10. Liquor Law Enforcement

:

Government examiners, inspectors, gangers at breweries, dis-

tilleries, wineries, etc. ;
government warehouse clerks AA

State alcohol tax investigators :

No arrest duties AA
Making arrests H & S

Liquor law enforcement agents H & S
Lithography See Print-

ing and
Publish-
ing

Livery Stable Employees U
Locksmiths, generally AA
Longshoremen See Docks
Lumbering and Logging

:

Railroads See Rail-

road In-

dustry
Saw and planing mills See Saw

and Plan-
ing Mills

Superintendents, timekeepers, timber cruisers, surveyors, and
clerks AA

Cullers, scalers, tallymen H «& S
Foremen H & S
Rivermen and woodsmen

:

Rivermen and raftsmen U
High climbers, squirrelmen, high riggers, skidder riggers,

and toppers U
Barkers, fallers. and other similar workers

:

Bi-itish Columbia, California, Oregon, Washington U
Other states and provinces :

Pulpwood logging U
Other logging U

Cooks, cookees, camp crew U
Truck drivers and cranemen H & S

Lunch Wagons See Restaurants
Machinists and Machine Shop Workers :

Note : Give a complete description of duties as called for in Q. 12. Appli-
cants doing considerable grinding, millwright work, welding, etc., are
to be rated as grinders, millwrights, etc. Occasional tool grinding will be
disregarded.

Machinists, operators of boring machines, drills, lathes, milling machines,
planners, reamers, saws, screw machines, shapers, slotters, and punch
presses

:

In explosives industries See Explosives Industry
In other industries, generally AA7

Grinders, polishers, buffers See Grinders (Metal)
Millwrights See Millwrights

Mail Carriers

:

City and R.F.D. mail carriers AA
Chauffeurs, drivers—mail trucks and wagons At
Helpers—mail trucks and wagons At

Malt Manufacture

:

No manufacturing of alcoholic liquors :

Foremen AA7
Grinders, maltsters, steepers, kiln men, baggers, and other

skilled workers A
Laborers U

Manufacturing of alcoholic liquors See Liquor and Allied Trades
Manicurists H& S
Marine Corps See Military Services
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Marine Industry

:

Barges, Tug Boats, Lighters :

Officers

:

Tugboats At
Barges, lighters

Inland waters H&S
Others H & S

Members of the crew U
Dredges

:

Officers and marine engineers Af
Firemen, levermen. mechanics, winchmen H&S
Oilers and other members of the crew H&S

Harbor Pilots At
Inland Waterways—Ferries, Passenger and Cargo Steamships :

Officers At
Members of the crew H&S

Ocean Going, Gulf, and Great Lakes Steamships :

Officers and radio operators U
Seamen, firemen, oilers, water tenders, and other crew members. U

Marshals

:

Making arrests or guarding prisoners H&S
Others AAA

Masons See Bricklayers and Masons
Manufacture

:

Foremen AA7
Skilled workers A
Laborers U

Mattress and Pillow Manufacture :

Proprietors
Superintending only AAA
Others AA
Firemen AA7
Mowers, fillers, garnetting machine operators, hair spinners,

pickers, etc H& S
Mover makers, cutters, roll edgers, packers, sewers, spring mak-

ers, upholsterers, and similar finishing occupations A
Laborers U

Packing See Stockyards
Mechanics

:

The title "Mechanic" is indefinite. Com-
plete description of duties must be given— Rate according to occupational du-

ties When employed in aircraft

manufacturing, air transport, air-

port or aerial service, see Aviation.

Merchants, Retail

:

Art goods, books, carpets and rugs, clothing, dry goods, leather

goods, linoleum, optical goods, photographic supplies, and
sporting goods :

Not delivering AAA
Delivering AA7

Bakeries See Bakeries
Bicycles, hats, jewelry, and musical instruments :

Superintending only AAA
Others

Repair work, manufacture AA
Delivering At

Candy stores AA
Drug stores

:

No fountain duties AAA
Others AA

Furniture or major household appliances :

Delivering At
Not delivering:

Large stores—6 or more full time employees A*
Others A
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Groceries, delicatessens, fruits and vegetables :

Not delivering

:

Large stores—6 or more full time employees A*
Others A

Delivering At
Liquor package stores See Liquor and Allied Trades

Meat and fish

:

Not delivering A
Delivering Af

Shoes

:

No repairing A
Repairing AAA

Merchants. Wholesale

:

Junk and scrap metal

:

Driving H «& S
Others A

Meat, fruit, produce

:

Driving Af
Others A*

Others :

Handling merchandise, not delivering AA
Delivering Af

Metal Industries—Hot Metal Working Mills: Iron and Steel Mills

and Foundries, Rolling Mills, Lead and Zinc Smelters, etc.

:

1. General

:

Casting cleaners See particular occupation below
Chippers H & S
Core makers, cranemen, forgemen, hammermen, hoistmen, mill-

wrights, molders (not pouring), picklers, welders Af
Cottrell treaters. arsenic recovery workers, baghouse operators— H «& S
Galvanizers and tinners Af
Grinders
Laborers U
Pattern makers A
Sandblasters

:

Fully automatic or using steel shot H & S
Others H&S

Scratchers, tumbling barrel operators H »& S
2. Furnace Departments, including soaking pits :

Superintendents, assistant superintendents, and metallurgists— AAA
Foremen (supervising), open hearth melters (supervisors),

timekeepers, weighmasters A
Furnaeemen. blowers, bricklayers and masons, casters, heaters,

ladlers, mixermen, molders (pouring), melters (not super-
vising) and helpers, potmen (aluminum), pourers. puddlers,
roasters, sinterers, skip operators, .smeltermen, and other
skilled workers around furnaces

Brass, bronze, lead, and zinc H&S
Iron and steel and other metals At

Tank tenders and operators in electrolytic refineries At
Bottom makers, cindermen, crane hookers, fluxers, ladle clean-

ers, loaders (hand), pilers, sand cutters, stockers. stove clean-
ers, trestle men. yardmen, and other laborers U

3. Rolling and drawing mills—blooming, bar, billet, plate, rail, rod,
slabbing, sheet and tinplate. tube, wire, and nail mills

Superintendents, assistant superintendents, and metallurgists AAA
Foremen (supervising), timekeepers, and weighmasters A
Skilled workers . At
Bundlers, car loaders, crane followers, and other laborers tr

Metal Products Manufacture

:

Foremen AA7
Spinners, sheet cutters, assemblers, and .stamp press hands A
Other workers See particular occupation
Laborers Tj

Metallurgists AAA
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Military Services—Air Force, Army, Navy, Marine Corps, Coast

Guard

:

Note: Specify: (a) tlie applicant's rank or rating, (b) the service (Army),

Navy, etc.), (c) the arm or branch (submarine, air-borne infantry, paratroopers,

etc.). and (d) any hazardous duty for which extra pay is received.

On flying status, or duties connected with aviation See Aviation

Submarine service
Military Pay Grades E1-E3 U
Military Pay Grades E4-E9, warrant and commissioned

officers U
Other duty with extra hazard pay
Branches of the services with normal pay duty

Military Pay Grades E1-E3 U
Military Pay Grades E4-E9, warrant officers U
Cadets,' U.S. Air Force, Military, Naval or Coast Guard

Academies, and commissioned officers graduate thereof

within two years U
Other commissioned officers, generally U

Millwrights—Machinery Maintenance

:

Apprentices Rate as skilled tradesmen

Helpers (not apprentices) Rate as laborers in particular industy

Abrasives manufacture H & S

Acid, alkali, and ammonia manufacture Af
Boiler and tank manufacture At
Breweries, wineries, distilleries, etc Af
Cement, gypsum, and lime manufacture ; coke ovens At
Explosives (except small arms ammunition) H & S

Insecticide manufacture—arsenic, lead, poisonous gas, etc H & S

Metal mills and foundries At
Mines

:

Entering underground mines more than twice monthly H & S

All others H & S

Ore dressing and concentrating mills H & S

Sawmills and planing mills where logs are sawn At
Mining, Quarrying, Ore Dressing, and Concentrating

:

Mining

:

All mines—operators, officials, superintendents, managers, min-
ing engineers, geologists

Safety engineers and Government mine inspectors At
Underground workers

:

All mines

:

Foremen, clerks, weighers ; blacksmiths, electricians,

machinists, tool dressers ; crane and hoist operators, der-

rickmen, stationary engineers and firemen H <& S
Other workers

:

Anthracite mines

:

Plans with elective Additional Indemnity (e.g.

Tower Series, except Family Plans) :

Skilled workers H & S
Laborers U

Plans with automatic Additional Indemnity (e.g.

Metropolitan Series and all Family Plans) :

Skilled workers H & S
Laborers U

Bituminous coal mines

:

Skilled workers H & S
Laborers U

Iron, limestone, nickel and taconite mines :

Skilled workers H & S
Laborers U

Salt and potash mines :

Skilled workers (excluding blasters) H&S
Blasters H&S
Laborers U

Copper, and all other mines

:

Skilled workers H&S
Laborers U
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Surface and open pit mine workers :
'"* '''''**

Blasters U
Foremen, power shovel operators, and other skilled work-

ers H & S

Laborers U
Outside workers

:

Wash-house, breaker, or tipple :

Foremen, panel control board operators and other

skilled automatic process workers H & S

Other skilled workers H&S
Laborers U

Electricians

:

Not entering mines

:

Maintenance men H&S
Other.s Rate according to duties. See

Electrical Industry

Entering mines

:

Surface and open pit mines H&S
Underground mines H&S

Millwrights

:

Entering uudeground mines more than twice monthly. H&S
All others H&S

Blacksmiths, bricklayers, carpenters, weighers, hoistmen,

pipefiters, machinists, etc., and their foremen

:

Not entering mines AE
Entering mines

:

Surface and open pit mines H&S
Underground mines

:

Not more than twice monthly H&S
Others U

Laborers on surface

:

Not entering mines U
Entering mines Rate as laborers in mines

2. Ore Dressing and Concentrating

:

Rock house men ; stamp, crusher, and grinding mill tenders H & S

Jig, concentrating table, flotation tank, and vanner runners

—

Af
Stationary engineers and firemen At
Laborers U

3. Quarry and Sand Pit men :

Not blasting
Foremen, cranemen, derrickmen, hoistmen, shovel opera-

tors, stationary engineers and firemen, tool dressers H&S
Others H&S

Blasting (including foremen) U
Laborers U

Mirror Manufacture ( See also Glass Manufacture) :

Foremen AA7
Grinders, bevelers, silverers, mirror backers, and other skilled

workers A.

Laborers U
Molders—Metal Industry See Metal Industries

Monotype Keyboard Operators See Printing and Publishing

Monument Shops

:

Proprietors or managers AA
Carvers, cutters, letterers (carvers) H&S
Sandblasters

:

Fully automatic H & S

Others H & S

Morticians See Undertakers and Embalmers
Motion Pictures See Amusements and Sports

Movers See Building and Construction or

other industry involved

Munitions See Explosives Industry
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Musicians

:

Concert, symphony A AA
Dance orchestra and others, best grade A

Natural Gas See Oil and Natural Gas
Navigation See Marine Industry

Xavy See Military Services

Neon Light Signs

:

Foremen AA7
Glass benders, blowers, layout men, pumpmen (bombarders)— A

Nursery Proprietors, superintending only AAA
Nurses See Hospitals

Nylon Manufacture

:

Superintendents, chemists, and laboratory assistants (tech-

nicians)—not engaged in process worli AAA
Foremen AA7
Finishing departments—twisting winding, weaving, and other

textile processes Skilled workers A
Preparation departments

:

Polymer preparing operators, auto-clave operators,

casters A
Blenders, chargers (heating hoppers), patrollers (spin-

ning), spinners, spinnerette tenders A
Laborers U

Oil and Natural Gas Industry :

Geophysical exploration U
Oil operators and superintendents AA
Foremen

:

Rig, derrick, and tank building H & S

Others AA
Contractors (derrick building) Af
Rig, derrick, and tank builders U
Derrickmen, roughnecks H & S

Drillers (not using explosives) At
Shooters and drillers (using explosives) :

Geophysical exploration—seismic method U
Others' U

Pumpmen, tool dressers, pushers ; oil gaugers At
Roustabouts, laborers U
Pipe lines—inspectors, pumpers pipe line walkers At
Welders and cutters See Welding and Cutting

Oil Refineries

:

Acid recovery workers At
Butane, propane, etc.

Cylinder charging operators, fillers At
Ethyl gasoline blenders At
Filter pressmen ; oil compounders, testers and treaters

;

pumpers At
Plumbers, pipefitters, steam fitters At
Stillmen At
Still cleaners U
Laborers U

Oilcloth Manufacture See Linoleum
Oilers

:

Building (general construction)—crane, derrick, etc H&S
Electric power plants and substations At
Iron and steel (car, crane, machines, etc.) H&S
Railroad roundhouses H&S
Ships and dredges See Marine Industry

Optical Instruments Manufacture

:

Skilled workers AA
Laborers U
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Opticians

:

Shop work—cutters, lens grinders, etc AA
Others AAA

Ore Dressing and Concentrating See Mining Industry
Orthodontists AAA
Osteopaths AAA
Packing Houses See Stockyards
Paint and Paint Pigment Makers

:

Burners grinders, color makers H & S
White lead makers See White Lead
Laboratory testers AA
Paint mixing machine operators A
Laborers U

Painters, Varnishers, and Lacquerers :

Apprentices Rate as skilled tradesmen
Helpers (not apprentices) Rate as laborers in particular industry

Automobiles A
Breweries, wineries, and distilleries At
Building and construction

:

General construction AE
Bridge and structural iron and steel ; marine—dock, etc H & S

Steeple and flagpole U
Tunnel and shaft finishing operations AE

Dial painters See X-ray and Radium
Explosives (except small arms ammunition) H & S

Potteries See Potteries

Railroads

:

Bridge-and-building H & S

Repair shops At
Ships

:

Large vessels

:

Interior finishing only At
Others AE

Small boats At
Signs

:

Outside AE
Shop only A

Others industries, generally

:

Factory products painters A
Maintenance men At

Paper and Pulp Mills :

Proprietors

:

Superintending only AAA
Others A

Foremen (all departments) AA7
Wood department

:

Sawyers At
Pondmen, log and boom men H & S

Barkers, chippers, grinders, skinners, splittermen At
Yardmen (skilled) H&S

Paper and pulp departments :

Skilled workers At
Rag sorters H&S
Laborers U

Paper Hangers A
Parcel Room Checkers AA7
Patent Leather

:

Foremen AA7
Mixers, coaters, and other skilled workers H&S
Laborers U



1003

Occupation or Industry—Continued
Health

ins. class
Pattern Makers

:

Clothing manufacture AA7
Others, generally A

Pawnbrokers AA
Peddlers H & S
Photoengraving See Printing and Publishing
Photographers

:

Motion pictures, newspapers, and others doing aerial or "stunt"
work

Photoengraving and motion picture "stills" AAA
Others, generally AAA

Physicians and Surgeons AAA
Physiotherapists, Physical Therapists AAA
Picklers (Metal) At
Pickling See Canning, Preserving, and Pickling
Pillow Manufacture See Mattress and Pillow Manufacture
Pin Ball Games See Amusements and Sports
Pipefitters See Plumbers
Planing Mills See Saw and Planing Mills
Plasterers AE
Plasties Industry

:

Bakelite, catalin, celluloid, fiberloid, lucite, micrata, etc

:

Superintendents, chemists, laboratory assistants (techni-
cians)—not engaged in process work AA7

Foremen AAA
Skilled workers

:

Preparation department A
Articles manufacturing A

Plumbers, pipefitters, steamfitters Af
Laborers U

Platers (Electroplaters) A
Plumbers, Pipefitters, and Steamfitters :

Apprentices Rate as skilled tradesmen
Helpers (not apprentices) Rate as laborers in

Ijarticular industry U
Building and construction

:

General construction A
Bridge and structural iron and steel H & S
Caisson workers U
Marine—docks, etc H&S
Tunnel and shaft

:

In compressed air U
Not in compressed air

:

Finishing operations only A
Others H&S

Acid, alkali, and ammonia manufacture At
Artificial leather and synthetic rubber ; artificial silk and cello-
phane manufacture At

Breweries, wineries, distilleries, etc At
Coke ovens ; compressed gas At
Explosives (except small arms ammunition) U
Mines gee Mining Industry
Oil refineries; plastics (pyroxylin and non-pyroxylin) At
Quarries 1 H&S
Rubber (synthetic) manufacture; ship and boat building; white
lead manufacture At

Other industries, generally At
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Police and Law Enforcement

:

Guards See Guards

Prisons See Prisons

General

:

Constables, marshals, sheriffs, and their deputies

:

Making arrests or guarding prisoners H & S

Others AAA
Probation and parole oflBcers AA

Federal

:

Customs and immigration guards :

No field patrol or criminal investigating duties and not

making arrests A
Others H&S

F.B.I, special agents ; Narcotic law enforcement agents

:

Secret Service agents H <& S

Lriquor law enforcement See Liquor and Allied Trades

State, county, city, and town police :

Captains and higher ranks At
Lieutenants, sergeants, detectives, and policemen ; motor-

cycle police H&S
Policewomen H&S

Private police and detectives :

Detective agencies—private detectives :

Office duties only H&S
Others—best grade H&S
Others—not best grade H&S

Eailroads :

tt * a
Passenger stations H&S
Yards, ti-acks, etc H&S

Polishers See particular industry

Pool Room See Amusements and Sports

Porters : tt c c
Hotels, office buildings, etc. ;

pullman porters H & b

Potteries—Chinaware, Porcelain, Tile :

Foremen "^7
c?

Glaze grinders, makers, and and mixers H&S
,Spar and flint workers (skilled) H&S
Sandblasters

Fully automatic H&h
Others ? "^ ^

Other skilled workers ^
Sagser washers and laborers U

Preservi'ng See Canning, Preserving, and Pickling

Printing and Publishing

:

1. General

:

Proprietors
a a a *

Superintending only TT^
Others AA7

Copyholders, proofreaders AAA
Other skilled workers AA7
Laborers, all departments U

2. Lithographing: .

Press feeders and pressmen, transferrers, proofers, designers,

engravers AAT

3. Photoengraving

:

Artists f^f
Photographers ^f"
Blockers, finishers, proofers, routers, and etchers aa<

4. Type Founders A-

Prisons and Other Penal Institutions

:

Wardens and other officials AA
Guards, jailers, keepers, and instructors . " <Ns b

Pvroxvlin Plastics Manufacture See Plastics Industry

Quarrying See Mining Industry
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Radio and Television

:

Aerial installation AE
Broadcasting stations

:

Control room operators, transmission engineers, maintainers, and
operators AA

Radio operators and technicians
Air transix)rt, airport, or aerial service —
Others:

On land , A
On ships See Marine Industry

Radium See X-ray and Radium
Railroad Industry

:

1. Diesel, Electric, and Steam Railroads, including Plant Railroads

:

Passenger station employees

:

Station masters and agents, telegraphers, trainmasters, dis-
patchers, ticket agents, and clerks with office or station duties
only AAA

Gatemen and train announcers A
Baggage and parcel room attendants AA7
Baggage and mail truckers Af
Car cleaners

;
porters and janitors H & S

Freight stations and warehouses :

Freight clerks, recorders, checkers, inspectors, and weighers^—no
yard duties Af

Truckers and laborers U
Train employees

:

Conductors and ticket collectors AA
Brakemen and flagmen

:

On passenger trains only AE
On freight, yard, mixed, and construction trains H & S

Baggagemen, express messengers, and mail clerks At
Engineers and motormen

:

Diesel or electric At
Steam H & S

Firemen and helpers H & S
Dining and club cars

:

Stewards AA
Waiters and cooks H & S
Waitresses H & S

Pullman car porters H <& S
Yard employees

:

Yardmasters, assistant yardmasters, foremen ; crew callers- At
Yard clerks—car checkers, chalkers, sealers, tracers, and
weighers AE

Car icers; car inspectors, airbrake insi)ectors, and repairmen __.H <& S
Switch tenders, levermen

:

In towers At
Not in towers H&S

Laborers, car cleaners U
Maintenance of way and structures :

Bridge-and-building carpenters, masons, painters .H& S
Bridge builders or repairers (iron workers) H&S
Bridge tenders and crossing flagmen

:

In towers Af
Not in towers H&S

Civil engineers*, surveyors, rodmen, and chainmen AA
Power lines

:

Linemen, third rail repairers, troublemen U
Groundmen U
Laborers U

Rail welders, bonders, and grinders H & S
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Signals, telephone and telegraph :

Foremen Af
Signal maintainors, linemen ; batterymen, lampmen and
groundmen H & S

Laborers U
Section gangs and wrecking crews :

Foremen, supervisors Af
Wrecking train crew—skilled workers and cranemen___ H & S
Section hands, laborers, and track walkers U

Roundhouse, repair shop, and repair track employees :

Foremen AA7
Arc welders, acetlyene burners or cutters Af
Inspectors and repairers of airbrakes, boilers, signals,

wheels, etc. ; boilermakers, cranemen, and mechanics ; car-

penters, electricians At
Engine hostlers and firemen ; oilers and engine wipers H & S

Locomotive or car painters At
Fire builders and knockers, flue and boiler cleaners, and other

laborers U
Police and detective force :

Passenger stations H&S
Yards, tracks, etc H&S

Powerhouses and substations See Electrical Industry-
Power Plants and Substations

2, Electric Railways—Interurban, Elevated, Surface, and Subway
Lines

:

Transportation

:

Change booth clerks AAA
Conductors and motormen At
Brakemen ; train and platform guards H&S
Dispatchers AAA
Switch tenders and levermen :

In towers At
Not in towers H&S

Porters H&S
Maintenance of way and structures

:

Foremen, section and track :

Subways H&S
Other lines At

Painters AE
Rail welders, bonders, and grinders H&S
Track laborers, walkers, and greasers U
Power line maintenance men H&S
Signal and lamp maintenance men :

Subways H&S
Other lines H&S

Car barns and repair shops :

Electricians and armature men At
Repairmen and inspectors of airbrakes, air compressors, sig-

nals, wheels, etc., batterymen At
Repairmen, bench work only A
Car painters; welders At
Greasers and oilers H&S
Car cleaners and laborers U
Powerhouses and substations See Electrical Industry

—

Power Plants and Substations

Nylon See Artificial Silk

Restaurants

:

Proprietors and managers

:

Establishments handling beer, wine, liquor for consump-
tion on premises See Liquor and Allied Trades

Other establishments

:

No cooking or kitchen duties A*
Cooking or kitchen duties A
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Occupation or Industry—Continued
Health

ins. class

Cooks and chefs See Cooks and Chefs
Dishwashers and similar kitchen help U
Waiters and countermen

:

Beer, wine, or liquor served See Liquor and Allied Trades
Others H&S

Waitresses and countergirls

:

Beer, wine, or liquor served See Liquor and Allied Trades
Others H&S

Riggers

:

Building wreckers U
Lumbering and logging—skidder riggers U
Others, generally H&S

Rollers (Metal) See Metal Industries

—

Rolling and Drawing Mills

Roofers AE
Roofing Materials Manufacture—Asphalt (Asbestos—see Asbestos)

Foremen AA7
Inspectors AA
Stillmen, hydraulic press operators, asphalt coating machine opera-

tors, pumpmen Af
Pulverizers, mineral coaters, mixers U
Laborers U

Rope Mills See Textile Industry
Rubber and Rubber Products :

1. General Processes

:

Foremen AA7
Skilled workers A
Laborers

:

Compounding room U
Others U

2. Rubber Garment, Shoe, glove, etc., Making

:

Skilled workers A
3. Tire Manufacture :

Tire builders, inspectors, repairmen, inner tube makers, cutters,
curers (steam), and vulcanizers (steam) A

4. Synthetic Rubber—Manufacture :

Foremen AA7
Skilled workers A
Pipefitters At
Laborers U

Safe and Machinery Movers :

Chauffeurs H&S
Sand Pits See Mining Industry
Sandblasters

:

Building cleaners U
Others, generally

Fully automatic H&S
Others H&S

Sandpaper Makers A
Saw and Planing Mills :

Where logs are sawn :

Tallymen, scalers, and graders At
Foremen At
Sawyers, carriage riders, planer feeders, saw filers, and

other skilled workers At
Lumber handlers, pliers, truckers, car loaders, and similar
laborers TJ

Where no logs are sawn See Woodworking
Scavengers U
Scrubwomen U
Seamen

:

Merchant marine See Marine Industry
Navy and Coast Guard See Military Services
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Occupation or Industry—Continued
Health

ins. class

Servants

:

Hotels

:

Male H & S
Female H & S

Domestic
Governess, maids, nursemaids H & S
Others H & S

Service Stations See Automobile Service

Sewer Department Employees

:

Foremen Af
Inspectors Af
Skilled workers H & S
Laborers U

Sheet Metal Workers

:

Roof or cornice work AE
Shop work only AA7

Sheriffs and Deputy Sheriffs See Police

Ship and Boat Building and Dry Docks :

1. Ship Construction:
Loft and shop

:

Linesmen, loftsmen, pattern and template makers A
Machine shop workers See Machinists and Machine Shops

Hull:
Foremen AA7
Bolters-up, buckers-up, carpenters (rough), calkers, chippers
cranemen, drillers, holders-on, passers, plate hangers,

reamers, riveters, rivet heaters, ship-fitters At
Painters ; welders (burners, tackers) AE
Scalers H & S

Riggers, erectors, and hosemen H & S
Laborers U
Electricians See Electrical Industry

—

usual ratings apply
Finishing operations such as painting and carpentry At

2. Boat Building—Small Boats, Motor Boats, etc.

Foremen AA7
Calkers, carpenters, painters, plumbers, and similar skilled

occupations At
Laborers U
Steel hull workers

3. Submarine Construction

:

Civilian employees

:

Making trial runs and dives
Others Rate as Ship Construction

Shockets (Kosher killing) — A
Shoe Manufacturer

:

Proprietors

:

Superintending only AAA
Others AA7

Foremen AA7
Skilled workers A
Laborers U

Shoe Repairers, Cobblers A
Sign Hangers At
Sign Painters

:

In shop only A
Outside work AE

Silk Mills See Textile Industry
Silversmiths AA7
Slaughter and Packing Houses See Stockyards
Smelters See Metal Industries
Soap Manufacture

:

Foremen AA7
Crutchers, cutters, packers, slabbers, and wrappers A
Kettlemen, mixers, driermen, and other skilled process workers... A
Laborers U
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Occupation or Industry—Continued
Health

itis. class

Social Service (welfare) Workers—Charitable, Religious, and Government

:

Administrators AAAA
Case workers AAA

Soft Drink Manufacture See Beverage Industry (Non-Alcoholic)
Solderers (Except storage battery solderers) A
Sports See Amusements and Sports
Starch and Corn Products Manufacture

:

Foremen AA7
Packaging and finishing operations workers A
Other skilled workers A
Laborers U

Stationary Engineers

:

School and office buildings AA
Others, generally Af

Stationary Firemen, generally At
Steam and Power Shovel Operators

:

Building and construction Af
Open pit mines and quarries H & S

Steam Roller Operators Af
Steamfitters See Plumbers
Stereotypers AA7
Stevedores See Docks
Stewards See Liquor and Allied Trades
Stockyards, Slaughter, and Packing Houses (See also Cold Storage) :

Commission men, buyers, inspectors, and salesmen AA
Shochets and shipping clerks A
Foremen A
Butchers, curers, labelers, sausage maters, smokers, skinners,
wrappers, and other skilled workers A

Drivers, killers, knockers, and other skilled workers around live

animals U
Laborers U

Stone Industry

:

Quarries See Mining Industry
Concrete block makers

:

Foremen A
Skilled workers Af
Laborers U

Crushed rock or stone for construction

:

Crushermen H & S
Stone mills and yards :

Granite

:

Foremen ; polishers and cutters H & S
Limestone—cutters H & S
Marble

:

Foremen A
Bed-rubbers and cutters H & S

Monument shops

:

Proprietors or managers AA
Carvers, cutters, letterers (carvers) H & S
Sandblasters

:

Fully automatic H & S
Others H & S

Paving stone and sandstone—cutters H & S
Laborers—all branches U

Storage Battery Manufacture See Electrical Industry
Street Cleaning and Garbage Collection :

Foremen AA7
Inspectors AA
Chauffeurs H & S
Garbagemen, sweepers, helpers, laborers U

90-319—73—pt. lA 30
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Occupatioti or Industry—Continned

Submarine

:

Submarine service

Military Pay Grades E1-E3 .~T—"" ^
Military Pay Grades E4r-E9, warrant and commissioned

oflBcers '-'

Submarine construction—civilian employees

Making trial runs and dives ^—;:r7- ^
Others _ - - - ^^^ ^^^P Construction

Subway Employees\"_"_"r"_"_r""- See Railroad Industry

Sugar Refineries

:

Foremen —-r-'

Packaging and finishing operations workers AT

Other skilled workers U
Laborers -^

Surveyors

:

Building and construction, generally aaa
Railroad industry ^^
Others, hazardous duties

Tailors

:

High grade shops
Owners, supervisors, fitters AAi'

Other employees ^^

Usual grade shops—only occasionally dry cleaning

Owners and employees ^
Tailors, clothing factories -^

Tank Manufacture

:

1. Tanks (For use in industry)
Erection _ See Building and Construction

—

structural iron workers, carpenters, etc.

Fabrication See Boilermaking

2. Armored Cars and Tanks :

Hot metal and rolling processes. See Metal Industries

Fabrication processes

:

Foremen AA7
Skilled workers At
Welders

:

Automatic machine (electric resistance—^mechanical

pressure) A
Others (arc, gas, etc.) At

Laborers U
Assembly and finishing processes

Foremen AA7
Skilled workers A
Laborers U

Tanneries

:

Foremen ^^'^

Skilled workers in finishing processes, including buffers, spli-

cers, shavers, patchers, rollers, pebblers, grainers, splitters,

morocco stakers, blooders, seasoners, glazers A
Skilled workers in the beaming house and tanning yard, table

hands, tackers, softeners A
Laborers U

Teachers, Instructors, Tutors, or Professors :

Academic subjects—teaching in classroom AAA
Vocational subjects—teaching by practical work (in laboratory,

shop, or field, etc.), generally AAA
Music

:

School or college, not playing an instrument AAA
Others AA7

Athletic instructors—school or college AA7
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Teamsters See Chauffeurs

Telegraph and Telephone

:

Line inspectors At
Foremen AA7
Outside installei-s and repairmen, combination men, wiremen
and other outside skilled workmen, not members of line crews,

whose work on poles or in conduits is incidental to other duties. At
Linemen, conduitmen, troublemen (outside), cable splicers H&S
Groundmen ;

pole setters H&S
Laborers U

Tempering and Hardening At
Terra Cotta Manufacture See Potteries

Textile Industry

:

Artificial silk (rayon)—preparation department— See Artificial Silk

Asbestos products manufacture See Asbestos Industry
Nylon—preparation department See Nylon
Cotton, hemp, jute, mohair, silk, and wool mills ; carpet, cordage,

knitting, rope, rug mills ; bleaching, dyeing, printing

Proprietors, superintending only AAA
Foremen, overseers AA7
Section and second hands A
Skilled operatives

Opening and picking departments H&S
Other departments A

Laborers U
Theaters See Amusements and Sports
Ticket Collectors, Ferry or Railway Station AA
Tile Manufacture See Potteries

Tin Plate Mills See Metal Industries

Tinners (Metal coaters) At
Tinsmiths

:

Roof or cornice work AE
Others AA7

Tire Manufacture See Rubber and Rubber Products
Tobacco, Cigar, and Cigarette Manufacture

Proprietors

:

Superintending only AAA
Others A

Foremen AA7
Skilled workers A
Laborers U

Tool Makers, generally AA7
Toxicologists AAA
Tree Sprayers, Tree Surgeons At
Trucking Company Proprietors, superintending only, not driving

truck A A
Truck Drivers See Chauffeurs
Truck Operators, Truckers

:

Hand trucks: U
Electric trucks, generally At

Tunnel Construction See Building and Construction
Type Founders A
Undertakers and Embalmers

:

Undertakers, best grade A*
Embalmers and assistance undertakers A

Upholsterers

:

Proprietors, managers, and employees AA7
Valets H&S
Vending (Merchandise) Machines—Candy, cigarettes, clothing, soft

drinks, etc. j

( See Amusements and Sports for amusement machines) :

Wholesale and jobber

:

Owners, managers, salesmen

:

No delivering AAA
Delivering . At



1012

Occupation or Industry—Continued
Health

ins. class

VENDING (Merchandise) MACHINES—Continued
Retail distribution and service

:

Owners, managers
No delivering AA7
Delivering At

Salesmen—not delivering AA.7
Collectors, salesmen (delivering), servicemen Af

Veterinarians

:

Cats and dogs AAA
Other animals AA

Waiters and Waitresses

:

Beer, wine, or liquor served See Liquor and Allied Trades
No beer, wine, or liquor served

Waiters H&S
Waitresses H&S

Railroad club or dining car
Waiters H&S
Waitresses H&S

Watchmen, generally H&S
Welding and Cutting

:

Automatic machine (electric resistance—mechanical pres-

sure) A
All other processes (electric arc, gas, etc. ) :

Metal mills, boiler and tank manufacture At
Oil and natural gas industry

Shop work At
Field H&S

Shipbuilding AE
Bridge and structural iron and steel H&S
Building wreckers U
Railroads

Roundhouse and shop At
Rail welders—all lines H&S

Other industries, generally At
White Lead Makers

:

Foremen H&S
Plumbers, pipefitters, steamfitters At
Skilled process workers H&S
Laborers U

Window Cleaners H&S
Window Dressers or Trimmers (Retail stores) :

Liquor and allied trades See Liquor and Allied Trades
Others

Wineries See Liquors and Allied Trades
Wire Drawers At
Wireless Operators

:

On land A
On ships See Marine Industry

Woodworking

:

Where logs are sawn See Saw and Planing Mills

Where logs are not sawn
Foremen AA7
Carpenters and cabinet makers doing bench work only A
Sanding machine, saw, and other machine operators At
Finishers, polishers, and sandpapers (hand) ; saw filers A
Lumber handlers, pilers, truckers (hand), car loaders, and

similar laborers U
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Woolen and Worsted Mills See Textile Industry
X-ray. Radium, and Radioisotopes :

Medical and allied professions :

Diagnostic X-ray, fluoroscopy, or skin therapy
Physicians AAA
Nurses H&S
Technicians AA

Radium and deep X-ray therapy
Physicians AAA
Nurses H&S
Technicians AA

Conducting research with radioisotopes :

Physicists, technicians, etc AAA
Industries

:

Radium preparation laboratories

:

Chemists, physicists, and technicians; emanation (ra-

don) pumpmen, tube fillers and handlers H&S
X-ray technicians AA
X-ray machine installers and servicemen Af
Radioisotopes, use of

:

Radiographic inspection, process control, leakage con-
trol, etc A

Radium dial manufacture

:

Spray process—all workers U
Other processes

:

Dial painters, transfer press operators, dusters,
paint mixers, weighers, inspectors, chemists, and
laboratory workers II & S

Laborers U
Zinc Smelting and Refining See Metal Industries

Health Insurance Medical Impairment Ratings

Applicants with certain medical impairments (listed below) may be offered

one of the Hospital. Surgical and Medical Expense policies subject to an addi-
tional premium charge dependent on the severity of the impairment and the
nature and history of the impairment. The additional premium will range from a
minimum of 15% to a maximum of loVr of the basic premium and may be on a
temporary or permanent basis. Coverage will be considered for the following tj pes
of impairments or disorders :

Overweight. High Blood Pressure, Diabetes.
Asthma, Bronchial and Certain Lung Diseases.
Digestive Diseases.
Certain Female Disorders.
Kidney Stone.
Low Back Sprains, Certain Histories of Arthritis.

Where such ratings are necessary, the applicant vill not he offered a restrictive

rider in place of the extra premium required for the impairment. However, in

some instances such as histories; involving stomach or certain female disorders.

a restrictive rider will be required for a period of six months in addition to the

extra premium. Also, in situations involving histories of diabetes and certain

lung disorders, there will be a limitation as to the form and amount of coverage

that will be available to these applicants.

Applicants who do not qualify for Life Insurance Standard rating because of

overweight shoud be notified that there may be an extra premium charge accord-

ing to the special rating determination that will be made by the Personal Health

Underwrtiers. In a borderline case, the H.O. may request the MIC Manager or

Agency Manager to verify the height and weight.
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LIFE INSURANCE UNDERWEIGHT RATINGS-MEN

The weights shown below are the minimum allowed for each rating. Those shown for the ratings "No Restriction" are

not average weights but in every case several pounds less than the average.

Height Age

Ft. in. 15 to 16 17 to 19 20 to 29 30 to 39 40 to 49 50 and over Rating tower series

4-6 75 78 87 87 85 85 No restriction.

. . 73 82 83 83 83 Preferred.

66 69 76 79 80 81 Standard.
4-7 - . 77 81 89 89 87 87 No restriction.

76 84 85 85 85 Preferred.

86 72 78 81 82 83 Standard.

4-8 80 84 92 92 89 89 No restriction.... 78 86 87 87 87 Preferred.

70 74 80 83 84 85 Standard.

4-9 . . 82 86 94 94 92 92 No restriction.

81 88 89 89 89 Preferred.

72 77 82 85 86 87 Standard.

4-10 84 89 97 97 94 94 No restriction.

84 90 91 91 91 Preferred.

74 79 84 87 88 89 Standard.

4-11 . 87 92 99 99 97 97 No restriction.

. 86 92 93 93 93 Preferred.

76 81 86 89 90 91 Standard.

5-0 .... 89 95 101 101 99 99 No restriction.

89 94 95 95 95 Preferred.

78 83 88 91 92 93 Standard.

5-1 93 98 103 103 101 101 No restriction.

... 92 97 98 97 97 Preferred.

81 86 91 94 94 95 Standard.

5-2 96 101 106 106 103 103 No restriction.

94 99 100 99 99 Preferred.

84 88 93 96 96 97 Standard.

5-3 100 103 109 109 106 106 No restriction.

96 101 102 102 102 Preferred.

87 90 95 98 98 99 Standard.

5-4 103 106 111 111 108 108 No restriction.

98 103 104 104 104 Preferred.

90 92 97 100 100 101 Standard.
5-5 - 107 110 114 114 111 111 No restriction.

102 106 107 107 107 Preferred.

93 96 100 103 103 104 Standard.

5-6 110 114 117 117 115 115 No restriction.

106 109 110 110 110 Preferred.

96 99 103 106 106 107 Standard.

5-7 114 117 120 120 118 118 No restriction.

109 112 113 114 114 Preferred.

99 103 106 109 109 110 Standard.

5-8...- - 117 121 124 124 122 122 No restriction.

112 115 117 117 117 Preferred.

102 106 109 112 112 113 Standard.

5-9 121 125 128 128 126 126 No restriction.

116 119 121 120 120 Preferred.

106 110 113 115 115 116 Standard.

5-10 125 129 132 132 130 130 No restriction.

120 123 125 124 124 Preferred.

109 113 116 118 118 120 Standard.
5-11 129 133 136 136 134 134 No restriction.

124 127 129 128 128 Preferred.

113 116 119 122 122 123 Standard.

6-0 134 137 140 140 138 138 No restriction.

127 130 132 132 132 Preferred.

117 120 122 125 125 127 Standard.

6-1 138 141 145 145 143 143 No restriction.

131 135 137 137 137 Preferred.

120 123 126 130 130 132 Standard.
6-2 142 146 150 150 148 148 No restriction.

135 140 142 142 142 Preferred.

124 127 130 135 135 137 Standard.
6-3 146 150 155 155 153 153 No restriction.

139 145 147 147 147 Preferred.

127 131 134 140 140 142 Standard.
6-4 150 154 161 161 159 159 No restriction.

143 149 151 153 153 Preferred.

131 135 138 143 145 147 Standard.

Women

The approximate underweight limits for women are obtained by deducting two inches from the height and entering

the table.
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LIFE INSURANCE OVERWEIGHT RATINGS-MEN

The weights shown below are the maximum allowed for each rating. Those shown for the ratings "no restriction" are not

average weights but in every case several pounds in excess of average.

Height Age

Ft., in. 15 to 16 17 to 19 20 to 29 30 to 39 40 to 49 50 and over Rating tower series

4-6 103 111 117 117 117 117 No restriction.

124 132 129 125 125 Preferred.

132 139 147 141 136 133 Standard.
147 156 168 160 156 154 Standard B.

4-7.. 107 115 121 121 121 121 No restriction.

128 136 133 129 129 Preferred.

136 143 151 145 140 137 Standard.
151 160 172 164 160 158 Standard B.

4-8 Ill 119 125 125 125 125 No restriction.

132 140 137 133 133 Preferred.
140 147 155 149 144 141 Standard.
155 164 175 168 164 162 Standard B.

4-9 115 123 129 129 129 129 No restriction.

136 144 141 137 137 Preferred.
144 151 158 152 148 145 Standard.
159 168 179 171 168 166 Standard B.

4-10 119 127 133 133 133 133 No restriction.

140 148 145 141 141 Preferred.
147 154 162 156 152 149 Standard.
163 172 183 175 172 170 Standard B.

4-11 123 131 137 137 137 137 No restriction.

144 152 149 145 145 Preferred.
151 158 166 160 156 153 Standard.
167 176 187 179 176 174 Standard B.

5-0 127 135 141 141 141 141 No restriction.

148 156 153 149 149 Preferred.
155 162 170 164 160 157 Standard.
171 180 190 183 ISO 178 Standard B.

5-1 132 139 145 145 145 145 No restriction.

152 160 157 153 153 Preferred.
160 167 174 168 164 161 Standard.
175 184 194 188 185 183 Standard B.

5-2 136 143 149 149 150 150 No restriction.

156 164 161 158 158 Preferred.
165 171 178 172 169 166 Standard.
180 188 198 192 190 188 Standard B.

5-3 141 147 153 153 154 154 No restriction.

160 168 165 162 162 Preferred.
170 176 182 176 173 170 Standard.
185 193 202 197 194 192 Standard B.

5-4 145 151 157 157 158 158 No restriction.

165 172 169 166 166 Preferred.
176 181 186 180 177 174 Standard.
191 198 206 201 199 197 Standard B.

5-5 .--- 150 155 161 161 163 163 No restriction.

169 177 174 171 171 Preferred.
181 186 191 185 182 179 Standard.
196 203 211 206 205 2C3 Standard B.

5-6 154 160 166 166 168 168 No restriction.

173 183 179 177 177 Preferred.
186 191 197 191 188 185 Standard.
201 208 217 212 211 209 Standard B.

5-7 159 165 170 170 173 173 No restriction.

177 187 184 182 182 Preferred.
191 196 202 196 193 190 Standard.
206 213 222 217 217 215 Standard B.

5-8 163 168 174 174 177 177 No restriction.

182 192 188 187 187 Preferred.
196 201 207 201 198 195 Standard.
212 219 227 222 222 220 Standard B.

5-9 169 175 181 181 184 184 No restriction.

188 199 195 194 194 Preferred.
202 208 215 209 206 202 Standard.
219 226 235 231 231 229 Standard B.

5-10 173 180 186 186 189 189 No restriction.

193 205 200 199 199 Preferred.
207 213 221 215 212 208 Standard.
225 232 242 238 238 236 Standard B.

5-11 178 184 190 190 194 194 No restriction.

198 210 205 204 204 Preferred.
212 219 227 221 218 214 Standard.
230 237 247 244 244 243 Standard B.

6-0 183 189 195 195 199 199 No restriction.

203 215 210 209 209 Preferred.
219 225 233 227 224 219 Standard.
236 243 254 251 251 249 Standard B.
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HEARINGS ON COMMERCIAL HEALTH AND ACCIDENT
INSURANCE INDUSTRY

WEDNESDAY, JUNE 7, 1972

U.S. Senate,
Subcommittee on Antitrust and Monopoly,

Committee on the Judiciary,
Washington, D.C.

The subcommittee met at 10 a.m., in room 2228, New Senate Office
Building, Senator Philip A. Hart presiding.

Present : Senator Philip A. Hart.
Also present : Howard O'Leary, chief counsel ; Peter N. Chumbris,

minority counsel; Charles Kern, staff of Senator Fong; Dean E.
Sharp, counsel ; Patricia Bario, editorial director ; and Janice William,
clerk.

Senator Hart. The committee will be in order.

We will hear first this morning from Dr. Milton Roemer, professor
of public health at UCLA.

Doctor, we welcome you. You have a prepared statement and we will

order it printed in full in the record as given. As you go along, if

there are any additions you want to make, feel free to do it.

STATEMENT OF DR. MILTON I. ROEMER, PROFESSOR OF HEALTH
ADMINISTRATION AT THE SCHOOL OF PUBLIC HEALTH OF THE
UNIVERSITY OF CALIFORNIA, LOS ANGELES, AND PROFESSOR
OF PREVENTIVE AND SOCIAL MEDICINE AT THE UCLA MEDICAL
SCHOOL

Dr. EoEMER. Thank you, Mr. Chairman. I have a relatively brief
statement I would like to present to the committee.

I am ]\Iilton Roemer, professor of health administration at the
School of Public Health of the University of California, Los Angeles,
and professor of preventive and social medicine at the UCLA Medical
School,

I have been in this and other university posts (Yale and Cornell)
for some 16 years, before which I served in the U.S. Public Health
Service and other public positions for some 15 years.

Thus, since earning my medical degree in 1940, 1 have been engaged
full time in practice, study, or teaching about problems relating to

the organization or administration of health services.

Since coming to UCLA in 1962, my colleagues ^ and I have been

1 Carl E. Hopkins, Ph. D., Robert W. Wetherington, Ph. D., Arthur R. Gerst, Eleanor
Parsons, and Donald M. Long.

(1019)
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involved in several studies on tlie operation of various health insurance

phms. JMost important of these has been a comparative analysis of

the principal features and elfects of the three main types of health

insurance program that are operating in the United States.

This research has been supported by a series of grants from the

U.S. Department of Health, Education, and Welfare, amounting over

the last 7 years to about $700,000.

In response to your invitation, Mr. Chairman, I am pleased to pre-

sent to your subcommittee on Antitrust and Monopoly some of the

highlights of our findings from this research.

I hope that these findings may have some relevance for your delib-

erations, to quote from your letter, on "the commercial health insur-

ance industry and its overall role in helping to develop a health-care

system responsive to the needs of consumers."

The three principal types of health insurance programs operating

in our country today, as you know, are, in order of their enrollment

size, those sponsored by commercial insurance companies; secondly,

by providers of health care—mainly the medical and hospital associa-

tions (symbolized commonly as Blue Cross and Blue Shield plans) ;

and thirdly, consumers, by employers or other groups applying the

pattern of prepaid group medical practice. The third of these types

have recently come to be called ''health maintenance organizations'',

or "HMO's.'"'

It is of some interest that historically the development of these

programs has been in the reverse order from that just given—that

is, the consujner-sponsored plans being oldest, the provider-sponsored

plans coming next, and the commercial plans being newest.

The market dynamics of sales in the insurance field, however, has

resulted in a situation where currently the largest share of the market

is held by the commercial insurance companies, followed by the other

two types of plans as stated.

To simplify my summary of our principal research findings, I

shall refer to these three types of health insurance programs as com-
mercial plans, provider plans, and group practice plans.

It would be tedious. Mr. Chairman, to explain the detailed meth-

odology of this research, but let me simply indicate that our main
strate^ was to study the experience and attitudes of representative

samples of the persons or families enrolled in each of these three

types of plans.

To heighten the reliability of our findings, w^e investigated two
examples (believed to be typical) of each of the three plan-types in

California, and in each of these six organizations we studied the ex-

perience of 300 to 600—usually 600—enrolled family units.

These samples were randomly chosen with the greatest of care to

assure representativeness and to eliminate any bias, so that we are

confident of the validity of our findine-s.

Our information was collected in 1967 and 1968.

I would like to summarize our principal findings under five head-

ings; first, composition of plan memberships; second, utilization of

hospital and doctor ser^dces; third, technical content of services pro-

vider! ; fourth, expenditures incurred: and fifth, attitudes of plan
members.
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Information on these features v.as gathered through various

methods, inchiding carefully designed questionnaires, household in-

terviews, analysis of actual medical records, interviews of health

plan administrators and doctors, and examination of the insurance

policies, or benefit-packages, themselves.

On the latter point, I cannot take time to describe the various com-
plex provisions of the diverse offerings, but I can state that in each of

the three plan-types, the benefit-packages are believed to be representa-

tive of those offered to group enrollees as a whole.

Vre did not study individual enrollment coverage, which is generally

more restrictive and expensive.

COMPOSITIOX OF PLAN MEMBERSHIPS

As to composition of plan m.emberships, it is well known that the

sickness experience of a population, and therefore its demands for
medical care, will be influenced by its demographic and background
characteristics.

If an insurance organization can selectively enroll persons with
lower risks of illness, it wall probably have fewer claims to pay. Evi-
dence of risk is reflected in such factors as age level, previous chronic
illness, and the individuaPs inherent sensitivity to the symptoms of
disease.

The severity of illness tends to increase with age. In our study the

age level of the persons enrolled in the three types of plans was found
to be as follows

:

In the commercial plans, it was 31.7 years; in the provider plans,

34 years; and in the group practice plans, 34 years.

Considering just the persons in the older age brackets, when illness

rates are heaviest, we found these proportions

:

Tabulating with the people "who were 41 years of age or over, the
percentage in that bracket for commercial plans was 24.6 percent;
in the provider plans, 33.8 percent; in the group practice plans, 35.9

percent.

Thus, by either of these measures, the commercial plans are found
to have enrollees of the youngest age levels, compared with the other
two plan types. The group practice plan appears to have the highest
risk members, as reflected by age level.

With respect to a past history of chronic illness of some sort in the
family, in anyone in the family, our data showed the following
percentages

:

In the commercial plans, 62.6 percent of the families had no history
of chronic illness, and 37.4 percent had. In the provider plans, .53.4

percent had no history of chronic illness, and, conversely, 46.6 percent
had. In the group practice plans, 39.4 percent had no chronic illness

and 60.6 percent had one or more chronic illnesses.

Even for bouts of acute illness in the most recent 3-month period, we
found that these had occurred in 17.1 percent of commercial plan fami-
lies, compared with 23.4 and 25.3 percent of families in the other two
plan-types.

A third reflection of risk composition is a measure we have defined as
symptom sensitivity—that is, the tendency of an individual with a
given problem to seek medical attention for it. Interpretation of this
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characteristic is admittedly complex, but our basic findings, in percent-

ages, were that the commercial plans had 36,1 percent of the less

sensitive people, 63.9 percent of the more sensitive.

The provider plans, however, had 33.7 percent of the less sensitive

people, and 66.3 percent of the more sensitive ; the group practice plans

had 29.0 percent of the less sensitive people, and 71 percent of the more
sensitive.

Thus, by all three measures of sickness risk, our findings indicate

that the commercial companies have the lowest proportion of high-risk

persons. The group practice plans have the highest proportion, with

the provider-sponsored plans falling in between.

The sales or marketing practices that have resulted in this situation,

Mr. Chairman, are beyond my competence to explain, but the social

implications are clear to anyone ; namely, the responsibilities for peo-

ple with the highest burden of medical need are being borne by the

commercial insurance carriers, the next level by the provider-sponsored

plans, and the responsibilities for the heaviest burden of need are being

borne by the group practice plans.

UTILIZATION OF HOSPITAL AND MEDICAL SER\T:CES

The payoff of risk-selection practices might be expected to show up
in the rates of utilization of services by persons enrolled in the different

types of health insurance program. These utilization rates, moreover,

would naturally be influenced by two other factors : the precise benefit

packages or coverage by the insurance policies, and second, the pat-

tern of medical practice and remuneration of the doctors, insofar

as these may or may not create incentives toward hospitalizing pa-

tients. Keeping all these influences in mind, our basic findings on
hospital admission rates were as follows

:

Commercial plans had admission rates of 102 admissions per thou-

sand persons covered per year; the provider plans, 150 admissions

per thousand per year ; the group practice plans, 107 per thousand per

year.

With respect to the aggregate days of hospitalization which counts

most in determining the high cost of modern hospital care, our find-

ings were that the commercial plans had 864 hospital days per thou-

sand per year ; the provider plans, 409, and the group practice plans

526 days per thousand persons per year.

Thus, it is clear that the provider-sponsored health insurance plans

show the highest rate of both hospital admissions and hospital days.

The group practice plans, despite their heavier load of high-risk

enrollees, have a hospital admission rate very close to that of the com-
mercial plans, but much the lowest rate of aggregate hospital days.

Explanation for this is probably to be found partly in the medical

incentive system operating in the salaried group practice or the

HMO-type plans, and partly in the convenient access to ambulatory
care in those plans.

I might add that we have made analyses of these hospitalization

data, according to various tj^pes of families, large and small, various

social class and income groupings, et cetera.

The basic relationships reported above tend to prevail in all of these

breakdowns ; the lesser rate of hospital days in the commercial, com-
pared with the provider plans, however, is found to be attributable
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mainly to the experience of lower social class families (that is, defining

social class by a composite measure of occupation and educational

background of the family heads )

.

As for ambulatory doctor's care, the experience of persons en-

rolled in the three plan-types was found to be as follows

:

Commercial plans, for their members showed 3,108 doctor visits

per thousand persons per year; provider plans, 3,084 per thousand

per year; group practice plan, 3,324 per thousand per year.

Thus, once again, we see the lowest rate of ambulatory medical serv-

ices in the enrollees of the commercial plans. It should be realized that

most patient-doctor contacts beyond the initial office visit are decided

upon by the doctor, but the first contact must be initiated by the patient.

In the light of this, it is interesting to note our findings on the percent-

age of families that had no doctor visits in a recent 3-month period.

In this respect we found that in the commercial plans, the percent-

age with no doctor contacts in a recent 3-month period was 49.6 per-

cent; in the provider plans, 36.1 percent; and in the group practice

plans, 33.4 percent.

The fact that roughly half of the commercial plan families saw no
doctor at all in this time period, compared with much lower percent-

ages in the other plan-types, seems to confirm the evidence reported

earlier about risk selection, as well as to reflect something about the

restricted benefit offerings in the commercial plans.

TECHNICAL CONTENT OF SERVICES PROVIDED

Analysis of the technical content of medical services actually ren-

dered under the different plan-types was a complex process, and I

should like to report, Mr. Chairman, only two of our principal find-

ings.

Without elaborate explanation of our methodology, we applied cer-

tain "value units" to each type of medical service rendered, based upon
a well-known "relative value study", sometimes called a "relative value

schedule", done by the California Medical Association.

Through this process, we calculated a "doctor's care index" per per-

son per year for the subscribers to each of the three plan-types. These
results were as follows

:

For the commercial plans, the doctor's care index per person per
year was 71.6; for the provider plans, 121.6; for the group practice

plans, 87.9.

The low index of services furnished under the commercial plans is

evident from these figures, in back of which are literally thousands

—

it was actually about 12,000—pieces of information derived from the
study of actual medical records.

As for the comparative indexes of the provider-sponsored compared
with the group practice plans, it should be realized that the very low
rate of hospital days under the group practice plans would substan-
tially influence this measurement of doctor services, since it included
doctor services given at any location—that is the office, the home, or
the hospital.

The second finding, I should
Senator Hart. Doctor, I apologize, but I am going to have to inter-

rupt at least twice in the next hour. Rolloalls will occur on the floor.

One has just been signaled.
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We will recess, I would estimate, for about 15 minutes.
(Whereupon, a short recess was taken.)
Senator Hart. We will be in order again.
Dr. RoEMER. Thank you, Mr. Chairman.
I was commenting on the technical content of services provided

imder the different types of insurance program.
The second iinding I would like to report to the committee concerns

the provision of preventive health services. In our detailed study of
medical records, we identified those services which could be considered
as probably preventive in purpose—such services as well-child exam-
inations, annual checkup of adults, vaginal cytology tests, or Pap
smears, routine rectal examinations, and immunizations.
Summating these items, we derived a measure of preventive service

for each type of plan, and these were found to be as follows

:

The commercial plans had a measure—in the written text the word
"index" should be inserted, "preventive service index per person per
year'-—or an index of 0.384 per person per year; the provider plans,

0.404 ; and the group practice plans, 0.452.

While the record of preventive service is not impressively high now
in any of the plans, it is clearly highest in the group practice plans
and lowest in the plans sponsored by commercial companies.

EXPENDITURES INCURRED

Another important reflection of the operational effects of different

types of health insurance plan is the expenditures incurred by families.

These are of two types : The premiums levied, which may be paid
partly or wholly by employers, and secondly, the out-of-pocket ex-

penditures of persons for medical care.

The latter may be referrable to the expense of deductibles copayment
charges, et cetera, or to the costs of services not covered at all under an
insurance policy.

Our data on this question apply to expenditures for hospital and
physician services, not to family expenses for medications, dental

care, or other types of services, and they apply to expenditures during

1 year.

The basic findings for family units in the three types of insurance

program were as follows

:

In the commercial plans, the average premium was $208; out-of-

pocket expenditures, $156; the total cost was $364. In the provider

plans, premium, $257; out-of-pocket, $190; total cost, $447. In the

group practice plans, average premiums, $271 ; out-of-pocket expendi-

tures, $52 ; total cost of $323.

These figures, I believe, tell us a great deal about the cost implica-

tions of the three types of health insurance plans. Their interpretation

should not be oversimplified, for many factors are involved, but it

would seem to be essentially as follows

:

The commercial plans have the lowest average premiums, which

probably go along with their strategies for enrollment of low-risk

populations, that is, populations with low risks of sickness, and ex-

tensive application of cost-sharing requirements.

The group practice plans, with their higher risk subscribers, more
comprehensive medical benefits, and very modest cost-sharing features,
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have the highest premiums. The provider-sponsored plan premimns
fall in between.

Out-of-pocket expenditures, on the other hand, are clearly lowest
in the group practice plans. They are relatively high in both com-
mercial and the provider plans, but highest in 'the latter which, as
we saw, have the highest rates of both hospitalization and ambulatory
care.

The aggregate or total costs, summating premiums and out-of-
pocket expenditures for hospital and physician's care, are the major
issue of social concern. These, we see, are highest in the provider-
sponsored plans, next highest in the commercial plans, and lowest
in the group practice plans.

These findings would seem to provide further support for the
soundness of the idea of "health maintenance organizations" based
on patterns of group medical practice.

Our expenditure findings have also been analyzed according to
size-of-family, past illness history and other characteristics. Without
troubling you with recitation of "all these statistics, I can report that
the lower overall costs of the group practice plans, compared with
the other two types, applies to most of the subgroups.
As a crude approach to a cost-benefit analysis of the three types of

health insurance plans, one may relate these total cost amounts to
the aggregate "doctor's care index" figures which I reported earlier,

insofar as these figures reflect medical services to both ambulatory
and hospitalized patients.

Such a calculation makes no judgment on the medical necessity
of various events, such as hospitalizations, but only on the ratio of
total dollars spent, or cost, to the total doctor's care given, or benefits.

This calculation comes out as follows: The commercial plans with
total costs of $364, and doctor's care index of 71.6, have a cost-benefit

ratio of 5.1.

The provider plans' arithmetic comes to a cost-benefit ratio of 3.7,

and in the group practice plans, the ratio comes out to 3.7.

By this analysis, the cost per unit of medical value in the com-
mercial insurance plans is found to be substantially higher than in
the other two plan-types.

ATTITUDES OF PLAN MEMBERS

A final measurement of the effects of different types of health
insurance is the attitudes of subscribers toward their plan. Our study
solicited these attitudes along two dimensions First, attitudes toward
the medical care received; secondly, attitudes toward the financial

protection offered by the plan.

We asked subscribers to record their feelings by checking an eight-

point-scale, ranging from "highly satisfied" to "highly dissatisfied."

With respect to the medical care received, one must keep in mind
that both the commercial and the provider plans allow the subscriber
free choice of doctors, who are generally in solo medical practice.

The group practice plans require persons to use a specific organized
clinic for their care. To listen to hostile critics of the latter arrange-
ment, one might expect to find massive dissatisfaction among the

families served by the group practice plans.

90-319—73—pt. lA——31
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111 fact, our findings for tlie subscribers to the three plan-types,,

expressed as percentages, were as follows

:

The commercial plans, very satisfied, 46.5 percent ; moderately satis-

fied, 06.2 percent ; dissatisfied, 17.4 percent.

The provider plans, 44.9 percent very satisfied; 34.8 percent mod-
erately satisfied ; 20.3 percent dissatisfied.

Group practice plans, 42.6 percent very satisfactory; 49.3 percent

moderately satisfied, and 8.2 percent dissatisfied.

Thus it' would seem that in spite of the departure from customary

and traditional medical care delivery patterns, the group practice plan

members show only a slightly lower proportion of high satisfaction

with their care than do persons in the free choice or open-market type

of plan.

Moderate satisfaction is substantially stronger in the group practice

plans. Most interesting is the substantially lower proportion of frankly

dissatisfied persons in the group practice plans—less than half the j)er-

centages found in the commercial or provider plans.

"\^'lien analyzed by the various social subgroups, these findings con-

tinue generally to prevail.

One interesting sidelight, however, is the record of satisfaction

among single persons of each sex. Focusing on the extreme poles of

high satisfaction versus dissatisfaction in the three types of insurance

plans, we find the following

:

For men, highly satisfied in the commercial plans, 38.4 percent ; and
dissatisfied, 36.4 percent. Provider plans, 39.4 percent very satisfied,

and 32 percent dissatisfied. The group practice plans, very satisfied

65.1 percent, and dissatisfied only 7.8 percent.

For women, very satisfied with the commercial plans, 52.5 percent

;

dissatisfied, 18.7 percent ; provider plans, 45.3 percent very satisfied

;

13 percent dissatisfied. Group plans, 45,7 percent very satisfied; dis-

satisfied, 12.6 percent.

Perhaps there is a lesson in these findings for the management. Mr.
Chairman, of group practice plans, with respect to women.

Or, perhaps, if Henry Higgins', of My Fair Lady, plea, "T^Hiy can't

a woman be more like a man?", were generally heeded, then the group
practice plans might show not only the lowest level of dissatisfaction,

but also the highest level of top satisfaction as well.

Another barometer of consumer satisfaction, especially meaningful
for the group practice plans, is the percentage of medical services pro-

cui'ed outside of these organizations.

To listen to hostile medical critics, one might expect that large pro-

portions of the members of these plans go elsewhere for their medical

care, even though this means that they must pay privately.

Our findings, however, indicate that in the families insured by the

group practice plans, only 12 percent of the specific medical services

over the course of a year were obtained outside of the framework of

the plan.

For hospitalizations, the out-of-plan cases were only 7.2 percent of

the total.

By contrast, in the families insured through commercial carriers,

for one reason or another, such as exclusions of certain types of

diagnosis, waiting periods for maternity, et cetera, the hospitaliza-

tions not financed by the plan in 1 year amounted to 29.1 percent.
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Concerning attitudes of subscribers toward the financial coverage

offered by each of the plan-types, the findings of our study were clear

cut.

Expressed as percentages, these were as follows

:

The commercial plans, very satisfied, 36.5 percent; moderately, 3

percent ; dissatisfied, 24.6 percent.

Provider plans, very satisfied, 28.1 percent; moderately satisfied,

37.1 percent; dissatisfied, 34.8 percent.

The group practice plans, very satisfied, 65.1 percent; moderately
satisfied, 26.3 percent ; dissatisfied, 8.6 percent.

Obviously, there is an overwhelmingly greater degree of high sat-

isfaction with the financial protection offered by the group practice

plans, and much less dissatisfaction, in spite of the higher premiums
required, as you noted, for enrollment in those plans.

Between the two open-market plan-types, the financial protection,

offered by the provider plans elicits less satisfaction than that offered

by the commercial plans. But one must recall the selectivity of en-

roUee risks in these plan-types.

Moreover, it should be pointed out that competition from commercial
carriers has forced most of the provider-sponsored (that is, the Blue
Cross and Blue Shield program) plans in the United States to intro-

duce indemnification and cost-sharing features, which those plans
initially lacked, and which tend to be irritating to many consumers.
Analyzed by various social subgroups, the levels of satisfaction just

reported prevail generally for all categories. Considering the attitudes
of persons in different social classes, however, the proportions of dis-

satisfaction are highest among lower class families in the provider
plans, and among upper class families in the commercial plans.

SUMIVIARY

In suimnary, Mr. Chairman, our research on the operations of dif-
ferent types of health insurance plans indicates that the commercial
carriers have enrolled persons of a lower level of sickness risk than
the provider-sponsored (that is, Blue Cross and Blue Shield) plans,
or the H^MO-type plans based on group medical practice.
The latter plans are serving higher proportions of people with

greater sickness needs. The rate of hospital days per thousand persons
per year is highest in the provider plans, and by far lowest in the group
practice plans.

Ambulatory medical service rates are relatively similar in all three
plan-types, but are highest in the provider plans, next in the gi'oup
practice plans, and lowest in the commercial plans.
Among the three plan types, the lowest index of doctor's care, by an

aggregate measure, is also in the commercial plans, as is the lowest
rate of preventive health services.

As for expenditures by families for hospital and physician's care,
much the lowest out-of-pocket outlays are made by subscribers to the
group practice plans.
For their more comprehensive benefits, these plans charge higher

premiums, but considering total costs, that is the sum of premiums'and
personal outlays, those in the group practice plans are lowest and in
the provider plans are highest.
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AVhen total costs are related to an aggregated measure of in-hospital

and out-of-hospital doctor's care, however, the commercial plans show
the costliest ratio.

The attitudes of insured persons toward medical care received

under each type of plan show much less dissatisfaction in the group
practice plans, despite their departure from conventional delivery

patterns.

With respect to the financial protection offered by each plan type,

the level of consumer satisfaction is overwhelmingly strongest for the

group practice plans.

As between the two open-market free choice types of insurance or-

ganization, consumer satisfaction is somewhat lower for the provider

sponsored than for the commercial plans.

If these organizations, however, wished to tailor their offerings to

consumer wishes, as they frequently claim, it would seem appropriate

for them to offer more comprehensive benefits than they now do.

I appreciate the opportunity, Mr. Chairman, to present these re-

search findings to your subcommittee, and I hope that they may help

in your evaluation of the complex variety of health insurance pro-

grams now operating in the United States.

Thank you, sir.

Senator Hart. Doctor, thank you. The good fortune is ours. I just

have no doubt that in the debate which is already in the preliminary

stage, your massive studies, as I understand them to be. will be con-

sulted by a great many people in determining what the society really

should do about delivering health care and preventing siclvness and
illness.

It is my understanding that your statement is a summary of that

soon-to-be-unveiled massive stucties.

Dr. RoEMER. Yes. sir. It is a very brief summary of the highlights

of a study which in full text would be several hundred pages long.

Senator Hart. \\Tien can we expect to have that in the public's

hands?
Dr. RoEMER. A somewhat more detailed summary of approximately

80 or 90 pages will be available in 2 or 3 weeks. We are in negotiation

at the moment for its publication with the National Center for Health
Services Research and Development which did most of the financing

of this research.

Senator Hart. You can be sure that this subcommittee along with a

great many others here on the Hill will attempt to analyze that study

just as soon as it is published.

I had hoped that we would not have to hold you, but I fear that we
shall. There is another vote, and time is running out on the rollcall.

We will recess for about 15 minutes.

(Whereupon, a short recess was taken.)

Senator Hart. The committee will be in order.

Doctor, I would like to ask for clarification from you on one point,

and it is raised by material on page 8 of your statement.

You tell us that in a 3-month period of study about half again as

many persons insured under commercial plans saw no doctors, com-

pared with persons under provider or group plans.

Dr. RoEMER. Yes, sir.
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Senator Hart. What does that suggest—put in more direct terms

than you put in your statement ? Does it suggest, for example, that the

deductible that is normally present in commercial plans, acts as a

deterrent to an individual seeking early attention for potential medical
problems ?

Dr. RoEMER. We can onh' speculate on what it really means, sir. But
as stated here, we think that it probably reflects the selection of per-

sons with less risk of illness in the first place in the commercial plans,

and also the effect of deductibles and the effect simply of noncoverage
of ambulatory visits.

They are simply not a benefit in many of the plans, so that the

patient would have to pay for the total cost.

Senator Hart. Well, your answer is regarded as a professional one.

Mr. Sharp?
Mr. Sharp. Thank you. Senator.

Dr. Roemer, do you feel that ways must be found to eliminate finan-

cial and other barriers to patients seeking early comprehensive medical

treatment ?

Dr. Roemer. Yes. I believe that in the interest of health, we should

put no barrier, in the form of deductibles or copayment charges, in the

life of the patient that would retard or inhibit his seeking early medi-

cal care.

The one place that I would least like to see barriers is on the person's

decision for the initial office visit, or initial contact with the doctor.

That is where we would like the path to be most free and open.

I say this from the point of view of health promotion, of preventive

medicine, and so on.

]Mr. Sharp. Do you feel that it is the doctor, or the patient, who con-

trols the utilization of medical facilities and their cost?

Dr. Roemer. If we divide medical costs into two categories—those

that are generated by the decision of the patient, and those that are

generated by the decision of the doctor, my estimate would be that

roughly 85 percent of the cost of medical care in the United States is

determined by the decision of the doctor and perhaps 15 percent by

the decision of the patient.

In other words, the patienfs decision leads to the initial office

contact. As for subsequent contacts, most—I would not say all. but

most of them are determined by the doctor.

Laboratory and X-ray tests are determined by the doctor. Prescribed

drugs are determined "by the doctor. Hospitalization, which is the

costliest element in medical care, is determined by the doctor.

Surgery is determined by the doctor. Physical therapy, et cetera.

So that most of the costs of medical care are determined by the

doctor, and deterrents placed on the patient from that point of view

sim])ly don't make sense.

Mr." Sharp. As to the 15 percent of the costs that are determined by
the patients initial office contact, do you feel that deductibles, coinsur-

ance, waiting periods, and other devices of the indemnification com-
mercial insm^ance system inhibit or act as a disincentive to early

comprehensive medical treatment ?

Dr. Roemer. A good deal of study has been done on this point, Mr.

Sharp. The evidence is complex—you can't summarize it in a yes or no

manner.
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If a cost-sharing requirement is trivial, such as perhaps $1 a visit, or

something of this sort, which has indeed been tested in Canada, the

effect upon utilization is very slight. In fact, most of the evidence

suggests that there may be a slight dip in utilization if there is a small

cost-sharing requirement, but the curve in utilization soon rises again

to the previous level before the minor cost-sharing was imposed.

On the other hand, if there is a substantial cost-sharing require-

ment, such as 20 percent of costs, the evidence is that it will deter

utilization.

Now, whether it deters the so-called unnecessary utilization, wedo
not know. The evidence suggests that while a substantial cost-sharing

requirement, such as 20 percent of the cost will deter utilization, there

is no reason to believe that it will selectively deter the unnecessary

utilization and not the necessary.

Indeed, although I have struggled with this problem for many
years, I don't know what the definition of "unnecessary utilization" is.

The patient may have a symptom which is psychologically generated,

but to him it is a real problem.

The main decision on medical care, it seems to me, should he made
by the doctor and one should not pass the buck to the patient, through

a dollar sign, to deter his making a decision on utilization. This ought

to be the doctor's decision.

Mr. Sharp. We had some testimony earlier in these hearings to the

effect that one method of controlling health care provide costs, that is,

doctors and hospitals, would be for the private commercial health

insurance companies—my understanding is that there may be as many
as 1,200 of them in this country—to enter into individual contracts

with each doctor and each hospital ?

IDo you have any thoughts as to the feasibility of such an ar-

rangement ?

Dr. KoEMER. That such contracts might monitor unnecessary use?

Mr. Sharp. Monitor control of costs, and also get into this quality

aspect. Do you think that this would be feasible or practical, and

that it would get the job done ?

Dr. RoEMER. I would answer that, Mr. Sharp, in two ways.

One is to look to past experience, with the monitoring process by

insurance companies, or even indeed by Blue Cross and Blue Shield

plans ; the evidence is not very impressive, with respect to monitoring

utilization.

I had occasion to serve as a consultant to the General Account-

ing Office about a year ago with respect to the monitoring of medical

utilization under medicare, title 18, part B. I gather that this report

has not yet been released, but I can say in a very general way, that

the evidence of monitoring by the fiscal intermediaries was rather

poor.

There was very little effective monitoring of so-called unnecessary

medical services by the fiscal intermediaries, which are indeed, the

provider plans and the commercial plans.

Now, the second way I would answer the question is that theoreti-

cally it might be possible to have an enormously elaborate and de-

tailed monitoring system, but I doubt if the effort would be worth

the cost.
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There would have to be so much policing; so much looking over

the shoulder and probing of the practices of individual doctors, that

you would have more inspectors than doctors, and it would be an

odious system.

So that I would say in general that it—the proposal you men-

tion—does not strike me as practical.

Mr. Sharp. You mentioned, of course, that both the commercial

health insurers and the Blue Cross-Blue Shield plans, are fiscal inter-

mediaries—middlemen.
Would it be a fair statement to say as middlemen they do not_ like

to get into controversy between the doctors and patients—patients

are, after all

Dr. RoEMER. Yes. I perhaps should have mentioned, in connection

with my GAO observations, that an element in the relationship of

the insuiance companies to the doctors is an element of, "Let's not rock

the boat. We want to maintain amicable relations with the medical
profession."

One sees over the years the same attitude by the Blue Cross plana

with respect to hospitals. "These are our friends. We do not wish to

disturb them," and in order to avoid hostility or controversy, and
also in order to avoid the sweat of litigations, and the nuisance of

probing and visiting hospitals or doctors' offices to inspect records

—

in order to stay out of all this uncomfortable business, the tendency is

not to monitor the hospitals or doctors with a firm hand, but to be
rather cavalier in the relationship.

]\Ir. Sttarp. Just one last point I would like to develop briefly with
you, doctor. Your statement indicates quite clearly that as far as

competition in the health marketplace is concerned, we have three

basic types of programs.
Apparently from your statement, the consumer seems to be making

out a little better with the prepaid group practice plan.

Xow, do you see any hazards of the profit motive entering into

the HMO's. Wliat do you see ahead? What do you see happening
in 10 or 15 years?
We had testimony yesterday from the Metropolitan Life Insurance

Co., that they are attempting to market as an alternative to group
insurance, a prepaid group practice, and figure out ways to make it

competitively acceptable to the consumer with the traditional group
insurance program, which is cost-plus-fee-for-service indemnification.

If this becomes prevalent in tlie marketplace, and many of the

insurance companies are now thinking of entering into the field of

health maintenance organizations, what do you see as the implications

of this type of competition as far as the patient and consumer of health

service^: is concerned?
Dr. RoEMER. The proposal has been made from a number of sources

that, as I understand it—^the concept of the HMO's should be one that

would be promotable by profitmaking entities as well as nonprofit.

As the chairman of a subcommittee of the American Public Health
Association, to tackle this very question, I had the occasion to give it

a good deal of thought.
I would say that there are serious hazards in any health main-

tenance organization promotion, but particularly with respect to

profit motives.
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One principal hazard, as I see it, of health maintenance organiza-
tions, is the hazard of distorted selection of sickness risks—that is,

a possibility that a particular HMO would selectively enroll people
of low illness risk, and thus make a large profit.

Secondly, there is the hazard of underservicing, which is sometimes
put in terms of the hazard of poor quality.

Both of these hazards I would anticipate would be particularly

serious with respect to profitmaking entities. The evidence from, our
own studies has shown that the profit motive seems to be associated

with enrollment of persons of lower sickness risk in the profitmaking
insurance entities.

It is also associated with underservicing with respect to certain

types of health service.

In the HMO pattern, there has been some merit attributed to the

lower use of hospitals by members of such plans, but this could be

overdone. It could be seriously overdone if the profit motive led to

underservicing for laboratory tests, et cetera. There might be use of

less expensive, but perhaps less effective drugs, and so on.

Now, all this could be controlled if there were enough monitoring.

Theoretically, anj^ type of organization ought to be free to operate

in a free society, if there were enough control over abuses, or potential

abuses.

But I think that the monitoring machinery would have to be so

enormous to control, to limit, these abuses that it would get to be very
top heavy. It would get to be offensive.

As a result, I think a wiser policy is to promote HMO's but without
the profit motive. This was the position, in fact, that the American
Public Health Association took in responding to this issue. Of course,

I fully agree with this position.

Mr. Sharp. Would there be an analogy here also to what some have
said concerning the proprietary hospital versus the nonproprietary
hospital ? Is there an analogy here ?

Would you have in the marketplace the same type of competition
as between the proprietary hospital and nonproprietary? Do 3'ou

arrive at the same results with the for profit HMO's?
Dr. RoEsiER. Well, if we look at the operation of the profit motive

in general, on the basis of past experience in the health service system
of the United States, the profitmaking entities stand out rather poorly,

as far as meeting human needs, compared with the nonprofit entities.

Proprietary hospitals are example No. 1. Another piece of our own
research at UCLA was just published last year by the Johns Plopkins
Press—a book entitled "Doctors in Hospitals."

It was an analysis of the medical staff procedures and controls over
quality in different types of hospitals, and in that study, we examined
proprietary hospitals, compared with voluntary nonprofit hospitals,

compared with Government hospitals.

There was simply no comparison. The findings were that quality

promotion elements were enormously stronger in the nonprofit hospi-

tals and in Government hospitals, compared with the proprietary ones.

The experience of nursing homes under proprietary ownership, as

compared with nursing homes under religious and other nonprofit

groups is equally dramatic. The existence of rehabilitation facilities,

activity programs, and so on in the nonprofit entities is enormously
better.
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The Congress of the United States has had many hearings, I believe,

on the nursing home industry, and the evidence of poor quality service

in the thousands of proprietary nursing homes in this country is rather

overwhelming.
Then there is the private drug industry for which there have also

been Senate hearings not many years ago. In fact, these led to the

drug control legislation of the early 1960's to monitor the influence of

profit in the drug industry. These hearings told an impressive tale of

the wastefulness that the consumer ultimately pays for, caused by

the profit objective of the drug industry.

There may be some benefits from drug company profit motives, but

it seems to me that there are more losses than benefits in that sector.

I also would point to the profit motives in the field of private medical

practice, and the decisions on elective surgery. You may know that the

United States, with its private fee-for-service system of surgical

decisions, has a rate of elective surgery almost exactly double that

of the United Kingdom ; yet the life expectancy of Americans, males
and females, in the age levels where most elective surgery is performed,
is poorer than that in the United Kingdom.

So there seems to be a good deal of evidence that the profit motive
(whether it is subconscious or conscious, is a question which one
could debate) in the decisions of doctors, in the whole medical care

system, seems to lead to a good deal of surgery of dubious value.

I would suggest that, in general, insofar as one goes by the past

evidence, the profit motive has led to serious difficulties for the
patients in the United States.

Mr. Sharp. Just one last question. Doctor. In your testimony you
made the observation that these organizations, and I take it that you
are talking about commercial carriers, wish to "tailor their offerings,"

We have heard testimony here that one of the advantages of having
a competitive environment for health insurance is that it allows a
person free choice of what he needs, and yet we are told that it is

the doctor who controls the cost of medical care.

Would you expand a little on that "tailoring their offerings'" con-

cept ? AAliat are you really getting at there ?

Dr. RoEMER. Yes. This does seem to be a frequent defense of the
practices of commercial insurance companies, and also of the Blue
Cross and Blue Shield plans.

But our study seems to suggest that, as far as the consmner's wishes
are concerned, he seems to be a good deal more satisfied with the pro-
tection offered by the group practice plans despite their having higher
premiums.
The higher premiums are associated with more comprehensive bene-

fits, so that if the argiunent of tailoring to individual wishes were
valid, it would seem that all insurance carriers ought to offer the
widest range of benefits, rather than the more restrictive range of
benefits that they seem now to offer.

Mr. Sharp. In essence then what you are really saying it that
up front the health insurance premimn looks good. The pi'emium
may be lower, but the out-of-pocket costs are higher. But with the
full range of health services the consumer is getting the better bargain
in the marketplace with the prepaid group practice plan.
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Dr. RoEMER, He is getting it and evidently he appreciates it, when
asked about his satisfaction. He evidently, in a substantial majority

of instances, is sufficiently aware of what is happening, but he pre-

fers to pay the higher premium and get the greater benefits.

Mr. Sharp. Does the consumer know that part of the total price is

these out-of-pocket costs, which most people do not realize until the

illness or the tragedy strikes, as we have had witnesses here testify—

isn't that the hidden cost in all of this ?

Dr. EoE^tiER. I would suspect that if the consumer knew the full

impact of the costs, that we learned, for example, from our study, the

degree of satisfaction with the group practice plans would be even

overwhelmingly higher than we found it to be.

We found, as you recall, 65 percent high satisfaction with the

financial protection of the group practice plans, as compared with 36

percent in the commercial plans, and 28 percent in t]ie_ provider plans.

I would suspect that if consumers Imew the details of what the

cumulative costs and out-of-pocket expenses came to, their satisfaction

level with the group practice plans would have been even higher,

and with the other types of plans even lower.

Mr. Sharp, Doctor, thank you very much.
Dr. RoEMER. Thank you, sir.

Senator Hart. Mr. Chumbris ?

Mr. Chumbris. Thank you, Mr. Chairman.
Bearing in mind that the Federal Trade Commission in one case

came to a unanimous decision that each of the Commissioners wrote a

separate opinion, I would say that in view of the statement that you
have made which is detailed, that there will be many people who would
look at it from probably a little different angle.

I think that this is the type of thing that requires a lot of study.

This is a paper that requires quite a bit of study, and I am sure that

there will be various opinions that will be submitted to this subcom-
mittee, some taking issue vrith you on certain points, and agreeing
with you on others.

Hence, Mr. Chairman, I have no questions.

Dr. RoEMER. I would point out. Mr. Chumbris, that one question

has been frequently put to us, "Why did you take so many years to

report this data," and as I said, the actual field data comes from 1967-

68, which is several years ago.
The answer is that we wanted to be very sure that our data was

sound ; that we had eliminated any sampling bias or any bias or in-

accuracy in responses and in the analyses of responses.

It has taken us this long to issue a final report because we were exert-

ing the greatest care, which therefore means that we are quite confi-

dent of the validity of our findings.

Mr. Chumbris. t am not trying to say the question of bias, but when
you look at statistics, you are going to find people reading the sta-

tistics in a different light.

Dr. RoEMER. Yes.
Mr. Sharp. Senator. Dr. Roemer is going to supply for the subcom-

mittee the full study. I believe his study is going to be made public.

But in my conversations with you, doctor, I understand that there ig

even a more comprehensive analysis which contains many, many pages
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of the sampling tecliniques, and other factors, and the statistical justi-

fications, and what have you.

Bearing in inind what Mr, Chumbris just raised, perhaps it would
be a good idea for you to supply for the subcommittee files the sta-

tistical analyses and interpretations so that we will have those in case

anyone questions the basis of this study.

Dr. RoEMER. We will be glad to do that, sir.

Mr. Sharp. Thank you very much.
Senator Hart. Doctor, for all of us, thank you very much.
The schedule problems for all of us sometimes makes it difficult for

us to proceed with the subcommittee hearings.

I have a matter which developed only this morning, and it requires

my attention, but it should involve no more than 20 minutes.
We will recess for about 20 minutes, and then continue with the

scheduled witnesses and forget lunch.

(TV^iereupon, a short recess was taken.)

STATEMENT OF RAYMOND A. BIERSCHBACH, OCCIDENTAL LIFE
INSURANCE CO. OF CALIFORNIA

Senator Hart. The committee will be in order. And we are grateful
that the Senator from California, Mr. Tunney, who is engaged in the
Kleindienst nominee matter on the floor, has been able to, at least for
a portion of the hearing beginning now, join us.

Our next scheduled witness is the vice president of Occidental Life
of California, Ray A. Bierschbach—am I pronouncing that correctly?
Mr. Bierschbach. Yes, sir.

Senator Hart. If there is no objection, we will order printed in the
record in full, as given, the statement that has been prepared and filed

with us. If you would care to summarize or to footnote or expand, in
either case the record wiU reflect this.

(Documents follow. Testimony resumes on p. 1044.)

A Presentation bt Occidental Life Insxjbance Company of California to the
Subcommittee on Antitrust and Monopoly. June 7, 1972

TMs presentation is being made in response to a letter from the Chairman of the
Subcommittee on Antitrust and Monopoly, Senator Philip A. Hart, to Mr. Earl
Clark, Chairman of the Board and Chief Executive Officer of Occidental Life
Insurance Company of California. Senator Hart's letter was dated April 24. 1972,
and this presentation will answer the questions contained in that letter.
The first question asked in Senator Hart's letter was "^Vhether or not commer-

of the (a) individual accident and health insurance, and (b) group accident
cial accident and health insurance companies are returning a sufficient amount
and health insurance premium dollar in benefits to cwisumers."
We will first deal vrith the group portion of the question.
In the group health insurance field for 1971, our claim ratio was 95% of the

premium. Our operating expenses were 4% of premium, our commissions were
2%, and taxes accounted for 2% of group premium. The percentages quoted add
up to more than 100% of the premium. In addition to premium income we have
investment income. This investment income allowed us to make a minimal profit
in the group accident and health insurance line in 1971. However, the profits be-
fore Federal income taxes were less than one-tenth of one percent of the earned
premiums. In our opinion, there is no doubt that a sufficient amount of the pre-
mium dollar is being returned in benefits to the consumer in the group line.

In our individual health line, claims incurred accounted for 62% of premiums
earned during 1971. General insurance expenses accounted for 31% of the premi-
um dollar,, commissions amount to 19%, and taxes, licenses and fees, 3%. For
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this line of business after investment income we lost $851,000 for the year which
after federal income taxes was reduced to a net loss of $488,000.

Some further discussion of the percentages above may be helpful. First, the

109f of the premium dollar which was absorbed in commission?? : The commission
ratio is our weighted average for both medical care coverage and disability

income coverage. We pay n lower commission on medical care coverage than on
disability income sales. We pay a liigher commission in the first policy year than
we do in renewal years. The higher first year commission is to encourage the

sale of our individual policies. lit is our experience that individual health insur-

ance is primarily sold, not bought. Without the salesmen, many of the people

who have our coverage would not be covered in the event of accident or sickness

and would be faced with having to provide medical care costs entirely out of

their own pockets. We feel that tliey are better off with the coverage than with-

out it and that the commission paid to the agent to sell the coverage is certainly

justified. We feel that renewal commissions must also be paid. Without them, the

agent would not be rewarded for providing service to his customer, the consinner.

These services include an explanation of the policy itself, assistance in completing

claim forms, addition of coverage for newborn dependents and advice as to the

adequacy of coverage within the framework of the customer's ability to pay
with the purpose of trying to continually update the coverage to meet the

insured's needs.
The 31% of premium which went for general insurance expenses represents

the average expense ratio for all policies on the books, including those just

written. The cost of putting individual accident and health insurance policies

on the books is substantial. The polices have to be underwritten and individual

policy recoi-ds set up. There is a considerable amount of detail which has to be

included in the company records. Much of this information must be kept in order

to meet legal requirements. Since we pay premium taxes to the states, we must
be able to process our cash premiums on a state-by-state basis. The State of

Louisiana even requires a breakdown by parish for tax purposes. We obviously

have to record the name and address of the insured, the list of family members
covered by the policy, the detail of the benefits to be provided, the method of

premium payment, the effective date of the policy, the scheduled termination

date of coverage of every individual covered under the policy, and many other

details. These records are necessary to provide the services desired by tlie

policyholder and the tax information required by the various states.

The ratio of claims paid to premiums earned is looked upon by many to be the

measure of how much of the premium dollar is being returned to the buyer.

Indeed it i.s. but care mu'^t be t-^ken wheii using this ratio to decide if an
adequate portion is being returned, or in using the ratios of two different com-
panies to measure one company against anotlier. The interpretation of the lo.ss

ratio is complicated by the fact that individual health insurance polices are

sold primarily on a premium basis, whei-eas the incidence of c'aims is ex-

petIf^d to rise with the duration of the policies.

An illustration of this point is attached as E^.hibit 1. The course of the table

is the authoritative insurance textljook titled "Health Insurance Provided through
Individual Policies" published by the Society of Actviaries. This table shows
the development of yearly and cumulative loss ratios on a block of 1,000 illus-

trative medical policies issued at age 40 on a level premium to age 65 basis.

While this illustration is based on major medical insurance, the pattern is typical

of the expected experience ori any level premium individual accident and health

insurance policy where the right to renew is guai-anteed to the consumer.
Turning to tlie illustration if all of the policies in the block were within the

first year of their existence, a 26% loss ratio would be expected. If, on the other

hand, all of the policies were in their eleventh year of existence (see age 50), a

loss ratio of 65.5% would be expected. Note that the total of claims paid as a

percentage of premium paid when the last policy goes off the books at age 65

reaches a 61% level, but in that year the loss ratio is 77.7%.
In addition to the distribution by year of issue, the claim loss ratio on any

block of business will be affected by the ages of the insureds, secular trends, the

average size of the policies, the nature of the policy guarantees, the mode of

premium payment, and the method of establishing policy reserves.

The loss ratio pattern will also be affected by the type of risk being covered.

For example, when the product is one for which inflation has an impact on

flip ^ost of benefits provided, the level premium rate must be set high enough

to cover the anticipated cost of inflation. This is not the case when benefits

provided are expressed as a fixed dollar amount.
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Fnrtlier. the loss ratio is also affected by tlie type of policy. For example, if

an insured's cash balances are such that he can sustain a rather severe financial
l>low, he may want to buy a policy with fairly high deductibles and self-injure
the balance. Such a policy would carry a lower premium than one covering the
risk from the first dollar, a policy where the premium would be much higher.
Yet the expense to the company of writing either policy might be very similar
in amount. The reason for this is that general administrative expense.-^ for
record keeping, data processing, i301icyholders" service and the like are inde-
pendent of the amount of premium on the policy. As a result, the individual buy-
ing rhe higher deductible policy may very well see a lesser percentage of his
preiiiiuni dollar returned in the form of claims, but he has paid less than the
individual who covered the first dollar of medical expense, and more importantly,
he has obtained the coverage he wanted.
We conclude then that in the group health insurance line where 059f of the

premiums are returned to the consumer, a sufficient proportion of the premium is

being returned to the consumer. Furthermore, when one I'ecognizes the level of
the necessary expenses associated with the individual health insurance line, we
feel that we are returning a sufficient proportion of the premiums for that
line to the consumer.
The second question in the letter of April 24 was "Whether or not accident and

health insurance policies should be standardized by regulation".
Standardization can take many different forms. Perhaps a discussion of some

of the more important concepts of standardization may be helpful.

We already have standardized wording of the various operating provisions in

lM)licy forms. Being a California domiciled company, we file our forms first

with California and then with the other states in which we do business. There
are certain standard provisions which are required by law to be included in
any accident and health insurance policy filed with the State of California. These
provisions, referred to as the Uniform Policy Provisions, are in effect in all states.

The Uniform Policy Provisions Law gives companies the right to vary the word
ing of the statutory provisions, but only if the proposed language is more
favorable to the insured.

All of the states also permit what are referred to as Optional Standard Pro-
visions. These provisions are not required by law, but if a company elects to

include any of these provisions in its policies, the language used in the policy

provisions covering the subject matters referred to in the Optional Standard
Provisions must l)e at least as favorable to the insured as the language of the
Optional Standard Provisions.
Standardization could also refer to standardization of benefits. Some people

envision a rigid set of benefits, something along the lines of the standard fire

insurance policy. We submit that the two types of coverage should not be com-
pared. The risk that is being insured against in a fire insurance policy remains
fairly steady. A person either has a fire or he does not, and the loss can gen-

erally be determined and a specific monetary value placed on it. On the other
hand, the health insurance business is dynamic. Over the past couple of decades,
we have seen tremendous changes in the delivery system. These changes are
occurring at an even more rapid pace today.

The physician today has a multiplicity of specialists and sophisticated equip-
ment which were not available, or rarely used, a few years ago. To enumerate,
a few of the changes which require frequent evaluation of insurance coverage
have been the following: The Intensive Care Unit (ICU), which has been estab-

lished in almost all hospitals where critically ill or injured persons may be
cared for with a concentration of skilled personnel and sophisticated equip-
ment. This equipment has allowed the physician the opportunity to monitor the
various bodily functions and provide the physician with greater control. These
devices permit the physician to follow blood pressure, pulse, respiration, tem-
perature, cardiac output and the electrical condition over the heart. From
ihe success of this type of care has developed the Coronary Care Unit (CCT^).
where in the initial critical hours of an acute myocardial infarction (heart
attack) or abnormal cardiac rhythms the patient may be monitored and devices

such as electrical defibrillators or cardiac pacemakers are available for prompt
application.

Surgery in all fields from cancer to reconstruction has advanced by both new
and more extensive procedures. Again, this has been made possible by the greater
skill of the anesthesiologist and his knowledge of respiratory physiology and
by the development of materials which allow for the replacement of arteries,
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veins, and heart valves. In other situations, the use of tissues from a donor or

organ bank can be utilized in the replacement of kidneys, bone grafting, the

cornea of the eye, and now increasing success in transplantation of the liver.

A recent change in medicine is the emerging trend toward the use of paramedi-

cal personnel to assist the physician in his office practice and in many areas to

screen or provide primary medical care in remote or understaffed locations.

In the field of diagnosis and treatment, diagnostic procedures have been de-

veloped which allow the probing and study of almost every organ of the body

by the use of special X-ray techniques, radio isotopes, scanning procedures, and
by the development of flbro-optic instruments which permit the illumination and
visualization of many organs.

This incomplete list of the rapid changes in all fields of medicine and medical

practice would appear to dictate the need for insurance coverage which can be

exceptionally flexible in covering the constantly changing requirement.

Even the facilities in which services are delivered have changed rapidly and

are still changing. Intensive Care Units are largely new developments in hos-

pitals. Free standing surgical clinics have spmng up in some areas. Since the

advent of Medicare, we have seen rapid growth in convalescent homes and con-

valescent wings of hospitals. We are also seeing a growth of interest in Health

Maintenance Organizations. With such rapid change and new developments,

many of which are yet unforeseen, it is difficult to envision the type of stand-

ardization of accident and health policies that we have with fire policies.

We oppose standardization by rigid fixing of benefits and feel this solution

is contrary to the best interests of the public. We would, however, support a na-

tionally established standardized minimum benefit health insurance package, if

the standardization were flexible enough to allow variations in the minimuins to

account for economic differences between different localities. If such a minimum
benefit package were established, we feel insurance companies should be free

to market policies which have benefits in excess of the minimum benefits. Further-

more, we feel companies should be free to market policies whose benefits are

less than those prescribed by the minimum benefit package. But, in doing so,

the companies should be required to clearly indicate in their advertising and

on these policy forms the fact that the policies do not meet the minimum benefit

requirements. Establishing minimum benefits for accident and health insurance

would need to be done with care, so as to preserve the flexibility needed to

develop innovative insurance coverages which will parallel the progress in medi-

cine. Regardless, sound and proper regulation is essential and a brief review of

some of the extensive regulations applicable to accident and health policies today

may be of benefit to the Committee.
Every individual accident and health policy form must be filed prior to sale

with the state insurance department of every state in which the policy will be

sold. All of the states have the right to disapprove any policy form which might

be misleading. For example, the California Insurance Code, Section 10291.5 reads

as follows: "10291.5(b). The Commissioner shall not approve any disability

policy for issuance in this state: (1) if he finds that it contains any provision,

or has any label, description of its contents, title, heading, backing, or other

indication of its provisions which is unintelligible, uncertain, ambiguous, or

abstruse, or likely to mislead a person to whom the policy is offered, delivered,

or issued". The term "disability policy" as used in the California Insurance Code

includes, by definition, any individual policy providing any form of medical

care benefits.
. , . , ^ , -^r.

In addition, along with most of the companies m the industry we comply with

the NAIC rules governing the advertising of accident and health insurance.

The model regulation spells out quite specifically what can and cannot be said,

as well as what must be said in any advertising or sales material used in con-

nection with accident and health insurance. These regulations are constantly

being updated by the state insurance departments and our own California In-

surance Commissioner has just conducted public hearings and the issuance of

new regulations to cover evolving problems.

Examples of the types of material regulated are the following

:

"deceptive wobds, phbases, or illusteations

Words phrases or illustrations should not be used in a manner which mis-

leads or has the capacity and tendency to deceive as to the extent of any policy

benefit payable, loss covered, or premium payable. An advertisement relating
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to any policy benefit payable, loss covered, or premium payable shall be suf-

ficiently complete and clear as to avoid deception or the capacity and tendency
to deceive."

"exceptions, eeductions, and limitations

When an advertisement refers to any dollar amount, period of time for which
any benefit is payable, cost of policy, or specific policy benefit, or the loss of which
such benefit is payable, it shall also disclose those exceptions, reductions, and
limitations affecting the basic provisions of the policy without which the adver-

tisement would have the capacity and tendency to mislead or deceive."

The buyer of individual health insurance policies has still another protec-

tion. If a policyholder does not understand his coverage or does not feel that
he has bought what he thought he was buying, he can ask for an explanation
or return the policy. All of our policies contain a 10-day free-look provision

which reads, "If for any reason you are not satisfied with your policy, you may
return it to Occidental within 10 days of the date you received it and the premium
you paid will be promptly refunded."
One of the prime arguments for standardization in any insurance is the ad-

mitted complexity of some of the insurance policies because of their multitude
benefits. In group insurance, which represents over 90% of Occidental's accident

and health business, there is a mitigating factor. Frequently, a group health

insurance program will be negotiated by a highly sophisticated team from a labor

union, with both the union and the employer exerting every effort to make sure

the employees fully understand and appreciate the benefits which have been
negotiated, or by an employer seeking these same aims plus the building of

a benefit package which will enable him to attract and retain good employees.

We feel the most adverse effects of rigid standardization could be the stifling

of competition among insurers. The element of competition under our economic
system is, in our opinion, one of the most effective regulators of the business.

Competition, plus the ability to experiment, has stimulated the rapid growth
and expansion of the health insurance business. Competition cannot exist with-

out the right to experiment with new coverages. If policies had been stand-

ardized 20 years ago, we might not have seen the development of noncancellable

and guaranteed renewable hospital, medical and surgical policies
;
guaranteed

renewable lifetime medical care coverages ; comprehensive and major medical
policies

;
guaranteed renewable disability income policies ; noncancellable dis-

ability policies with return of premium provisions, and many other new cover-

ages such as dental insurance, nursing home, and home health care benefits.

In summary then, we feel that the existing standardization of accident and
health insurance policies could be supplemented by the introduction of a flexible

standardized minimiun benefit package. We feel that other policies should be
available to the public, and that all efforts toward standardization must be care-

fully undertaken to allow flexibility so policies may keep abreast of the changes
in medical care. Furthermore, we support the state regulatory system to control

nonstandardized policies.

The third question of the April 24, 1972, letter asks whether or not accident
and health insurance rates should be regulated.
This presentation vrill first discuss rate regulation with regard to group health

insurance. As said before, we returned 95 cents out of every dollar collected in

1971 in benefits to consumers. With this percentage being returned to the con-
sumers, we do not feel that there are any advantages to be gained by further rate
regulation in the group health insurance field. There is vigorous competition
among private insurers. Blue Cross and self-financing in the group field. Em-
ployers and unions carefully shop for the best possible price for a particular set

of benefits. For all of our groups, the premium rates charged are based on the
experience of each individual group. For large groups, any excess of premiums
charged over claims and the insurance company's retention is returned in the
form of experience-rating refunds. We conclude that rate regulation of group
health insurance is unnecessary ; competition does a thorough job in this area.

Competition in the industry also works as a very effecive rate regulator of
individual accident and health insurance. When setting the premium for a
policy, the actuary can make two mistakes : he can set the premium too high, or
set it to low. If he sets it too high, the policies are not going to sell. If he makes
the other error and sets the premium to low, sales may be fantastic, but an
analysis of the experience will show that the premiums are not sufficient to carry
the benefits provided. Good business judgment then dictates that the actuary
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must steer a very tight course between premiums that are too high (and inhibit

the sale of business) and premiums that are too low (and inadequate).

The insurance commissioners will influence his decisions in two ways. Com-
missioners are concerned about premiums that are too low because they could

lead to insolvency. Many commissioners also have the right to refuse to permit

premium increases which in their judgment are not justified.

We cannot envision a form of governmental rate regulation that would be as

effective as competition.
Before leaving this subject, it should be noted that several times since the

1940's the National Association of Insurance Commissioners has considered the

question of whether or not health insurance rates should be regulated. They have
concluded that it was not in the public's interest to include health insurance rates

within the legislation governing rates for fire, marine, casualty, and surety cover-

age. In reaching that decision, it was recognized that accident and health insur-

ance premium rates are established by the experience of each insurer, and that

keen competition exists. Unlike the fire and casualty business, there is no industry

action to establish accident and health premium rates which would require

regulation by public authority.

The effect of rate regulation would also tend to stifle the development of new
and experimental coverages. If there is a lack of sufiicient data on which to base
rates, companies would be hesitant to offer new coverages, knowing that the rates

would be regulated and that they might not have an opportunity to adjust them
if they proved to be inadequate.
We do not think that it is safe to assume that rate regulation would be the

panacea for keeping down the costs of medical insurance plans. Certainly, the

rates for Part B of Medicare are regulated. Furthermore, the coverage is stand-

ardized. However, the rates for Part B of Medicare have increased four times
since Medicare became effective in 1966. They are now 93% higher than they
were when Medicare began. We believe this indicates that standardization of

forms and rate regulation are not the final solutions to the problems we face.

This presentation will next deal with the questions in the April 24, 1972, letter

which deal with the Medical Information Bureau (M.I.B.). Before handling the

individual items included in the letter, we would first like to establish two facts :

1. M.I.B. information is reported in code and there are strict rules applicable

to the using companies to preserve the confidential nature of such information.
2. The information received through M.I.B. is not a substitute for formal under-

writing evaluation. It can be used only as an alert signal that more information
may be needed and can never be used wholly or in part as a reason for declining,

rating, or giving a final adverse decision.

The April 24, 1972, letter lists several items and asks whether or not each is a
source of medical data furnished by Occidental Life to M.I.B. These items are
listed below along with our answers for each :

Question (a). Insurance company medical examinations for life insurance
applicants.
Answer. Yes.
Question (&). Insurance company medical examinations for health and acci-

dent insurance applicants.
Answer. Yes.
Question (c). Medical records of attending physicians.
Answer. Yes.
Question {d). Medical records of hospitals.
Answer. Yes.
Question (e). U.S. Veterans Administration medical records.
Answer. We do use these records as a source, but when we report a code to

M.I.B. it is interpreted as "Medical information obtained from a Federal agency"
and no details will be given.

Question (/). U.S. Department of Defense medical records.
Answer. Same answer as to (e).
Question (g). Other Federal, state, county and municipal medical record

sources {please specify each).
Answer. For Federal records, the answer would be the same as to (e). For

state, county, and municipal medical record sources, we use these unless the in-
formation is indicated as confidential in which event we would handle as for
Federal sources.

Question (h). Independent laboratory records.
Answer. Yes, but we seldom receive such information and then only through

medical reports from doctors or hospitals.
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Question (i). Pharmacy records.

Answer. Same as to (h).

Question (j). Information from other insurance companies.
Answer. The only time we would use information from other insurance com-

panies as a source for an M.I.B. report is when we get reinsurance from a com-
pany which is not a member of M.I.B.

Question (k). Records of manufacttircrs of medical appliances and devices.

Answer. No.
Question {I). Records of executive examination agencies.

Answer. No, unless such information comes to us through the doctor of the

proposed insured with the authorization of the proposed insured.

Question (m). Records of voluntary health agencies.

Answer. We do not know what is meant by "voluntary health agencies".

Question (n). Blood hank records.

Answer. No.
Question (o). Voluntary alcoholic assistance agencies' records.
Answer. If this means Alcoholics Anonymous, we do not seek information from

Alcoholics Anonymous.
Question (p). Voluntary drug assistance agencies' records.

Answer. If this means something like a community center manned by volun-
teers to help people with drug problems, we do not receive information from
such centers.

Question (q). Other sources. Please specify each.
Answer. The only other source for medical data would be from the proposed

insured.
In regard to the questions about charges for service provided by the M.I.B.,

most of such charges are included in item 4.3 of Exhibit 5 of our Annual State-
ment. The M.I.B. automation charge for life insurance for 1970 was $3,654.31,
and for 1971 was $4,477.18. For accident and health, 1970 was $993.20 and 1971
was $1,216.86.

The M.I.B. utilization cost for life insurance for 1970 and 1971 was

:

1970 1971

Basic charge:
Life $7,249.63 $8,954.28
Accident and health 1,970.39 2,433.69

Total

Checking service:

Lite

Accident and health

Total

Other services:

Life

Accident and health

Total

Total utilization cost 96,643.07 83,860.85

There is a separate charge for the cost of the "Executive" Committee of
M. I. B. This is found in Schedule G and is also found in Exhibit 5. line 6.2. The
total charge for 1970 was $1,100.00 and it was the same for 1971. On Exhibit 5
this is allocated as follows: Life $833.31. Accident-Health $251.29, and Inve.'^t-

ment $15.40.

Your fourth question asks, "What, if any, overall structural and fiscal changes
are necessary to effectuate a system of comprehensive health care and insurance,
including preventive and out-patient health care services, for all consumers re-
gardless of their financial means?"

After considering all aspects of the question you ask, we feel the health
care problems of our coiuitry fall into two basic categories :

(a) Shortages and poor distribution of manpower and facilities including
the need to make ambulatory care available to everyone : and

(b) Need for both access to and financing of quality health care for the
poor and near poor.

90-319—73—pt. lA 32

9, 220. 02
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Analyzing what is possible in relation to all that is desirable, we feel a program

incorporating the following principles will best accomplish the task set forth

by your question.

1. Heavy participation hy the private sector.

One of the basic problems is that of financing the cost of health care. It is

generally agreed that an insurance mechanism will be utilized (as contrasted by

a socialized medicine system as found in Great Britain ) . Thus, the question be-

-comes—who will fund and operate it? (There are also interrelated questions

of inflation control, ability to pay, etc., that will be discussed elsewhere.

)

We believe that the record shows a good effort to date by the private sector

in this area; a record that justifies continued confidence in this sector given

a proper mandate.
The statistics showing the remarkable growth in insurance coverages are

already a part of the record of this Committee and we will not burden the

record with repeating those figures here. They clearly demonstrate that this

mechanism has played an important role and is constantly seeking new ways
in which to play a greater and more effective role. A great body of expertise

has developed within this industry that enables it to do as effective a job as

it does. There are coverage shortcomings (particularly relating to the poor and

near poor) but we believe these can be taken care of by a combination of

Government direction and incentive with a great effort on the part of the

involved companies as noted later. We believe that the past performance of

this industry justifies the conclusion that it can effectively respond in the future.

We are of the opinion that the best course in the circumstance where a system has

performed well, but needs improvement, is not to discard the system, but

rather to build upon its strengths and to correct its weaknesses. There is no

justification for discarding the accumulated experience of thoupands of persons

in exchange for a new Federal bureau. Destruction of a tested system which has

shovm capabilities of change and adaptation is wasteful, especially when con-

trasted with the inevitable costly mistakes that will be made by any new system.

Retention of the private system preserves an element of healthy competition

which will strive to produce better service at lov.'er cost ; such motivation can

only be attained in a pluralistic system. The possibility of success for such a

privately administered program is indeed supported by the success of the present

private group insurance system and the privately administered Federal Medicare

program.
The government should set certain minimum standards for insurance protec-

tion and then through a mandate or incentive program ensure that all Americans

are covered (whether employed or self-employed). At the same time, the gov-

ernment should be sure that such protection applies to any delivery system

selected, be it HMO or fee-for-service physician.

We cannot overlook the present and possible future burdens of social security

tax increases on the many thousands of small businesses in our country. These

taxes have already become so heavy they are a source of concern. Any program

adopted must consider the economic and social impact of stifling the wholesome

competition of small businessmen.
If there is to be this partnership between government and business, some con-

sideration must be given to the regulation of the industry that will operate the

partnership.

2. State regulation of the insurance industry

We believe that the track record of state regulatory bodies which oversee the

health insurance industry has been quite good. As in any regulatory system, there

are exceptions. However, most of the state insurance departments have, like

the industry that they regulate, developed considerable expertise in their busi-

ness. As noted in the discussion above, it would be wasteful and unjustifiable to

discard such expertise in an area as vital as this. Consequently, we believe that

regulation of the health industry should be preserved at the state level.
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However, the industry also recognizes that the problem of health care is a
national one and that certain national standards must be met. We recognize
that if the national government is to mandate or provide incentives for certain
minimum coverages, that it must be able to guarantee that such coverages will
be provided. We realize that certain other national controls may be desirable.
Consequently, we believe that it is desirable that national standards be set and
periodically reviewed by a national commission of one description or another.
But, we emphasize the importance of leaving enforcement to state regulatory
bodies who are much more effectively equipped to perform that enforcement than
would be any newly created Federal government bureau. To the extent that
Individual states are unwilling or unable to perform this task, then and only
then should the Federal Government undertake this regulation.

3. Provisions for inflation

The primary inflation cause is supply and demand. Consequently, a further
expansion of financing demand without any increase in the services supply will
increase this problem. Thus, any legislative program that attempts to confront
the problems of national health care must, of necessity, provide for increased
support to medical education and research ; must provide for increased use of
medical assistants so that existing services can serve a larger number of people
than is currently possible; must encourage greater use of ambulatory care
facilities prepaid group practices, and so on. Community health care planning
must be improved to better distribute current and future health resources.
We recognize that there will be a lag in time between the increased support

of medical education and subsequent increase of physician output. There will
be similar lags in other programs to increase supply in an effort to reduce and
control cost. Therefore, we suggest that whatever changes are made in the
financing system, be phased in on a schedule which is coordinated with the
gro\vth in the supply of services. This will minimize inflationary pressures. At
the same time, we believe that wherever possible persons must have some involve-
ment in the cost of their medical care. Such involvement, through the use of
coinsurance and deductibles, can go a long way toward discouraging over-
utilization. At the same time, we realize that such cost consciousness factors
must not impede the progress of the poor toward improved health. Other cost
reducing incentives are available and should be simultaneously implemented,
such as peer review, prospective service payments, equality of payment for
equal service rendered, etc.

4. Provisions for the poor and the uninsurahle

Since we believe that every American should have equal access to quality
medical care, special provision must be made for those who, through no fault
of their own, are unable to fully participate in the financing of their own protec-
tion. Such persons, regardless of how they are designated, or by what criteria,

should have a dignified opportunity to receive good health care. We believe
that such provision can be made using the private sector as a primary carrier
or as an administrator. There is an obvious analogy to the current Medicare
program and we are proud of the fine record we have made as one of the
administrators of that program.
As a primary carrier, private insurers who are participating in the minimum

standards program could form state insurance pools for all those not covered
in the employer-employee program. Risk of loss could be apportioned between
government and carriers. On the other hand, Medicaid could be further extended
and administered through the private sector much as Medicare is administered
currently. Either approach would utilize the administrative expertise of the

private sector with its attendant advantages of cost consciousness, competition,

etc., and thus, would be able to supply better coverage at lower cost than a

Federal bureau.
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EXHIBIT I

ILLUSTRATIVE MAJOR MEDICAL POLICY-EMERGENCE OF LOSS RATIOS (ISSUE AGE 40-25 YEAR PROJECTION)
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We are pleased to respond to this committee's request for our views
on the role of the commercial accident and health insurance industry
and its effect on providing health care services and resources to the
American people. Our company has cooperated with the Federal Gov-
ernment in this area in the past and will continue to work with the
Congress to bring about an even higher standard of health care for all

of our citizens.

?dy oral comments will summarize our longer, formal statement
which has already been supplied to the committee and, Mr. Chairman,
I thank you for making this a part of the record as I thank you for
your consideration of our timing problem.

Earlier in these hearings, negative comments regarding our company
VNcre made concerning a routine audit i-eport issued by HEW last

September involving our administration of part B of medicare for
southern California.

Because this matter was raised in these proceedings, we would like

to state for the record that the HEW auditors did not, at any time,
accuse Occidental of any malfeasance.
Furthermore, HEW's detailed investigations subsequent to the audit

fully verified Occidental's fine rcord as an administrator. Documenta-
tion to that effect is contained in a summary report of the meeting
between the Bureau of Health Insurance regional office of the Social
Security Administration and Occidental Life Insurance Co. of Cali-
fornia, dated May 5, 1972. Mr. Chairman, I would like to request that
a copy of this report be made a part of the record.

Senator Hart. It Avill be entered at this time.
(Document follows. Testimony resumes on p. 1049.)

Meeting Between the Bubeau of Health Insurance Regional Office, SSA,
San Francisco, and Occidental Life Insurance Company at Los Angeles,
Calif., May 5, 1972

BHI representatives

Mi>-. Mercia Leton Kahn, Regional Representative
Mr. John O'Hara, Jr., Program Officer—^Contractors
Mr. Tom Burtscher, Resident BHI Representative
Mr. Jack McGinity, Reimbursement Specialist

OCCIDENTAL REPRESENTATIVES

Mr. A. B. Halverson, Senior Executive Vice President
Mr. Karl Anderson, Executive Vice President
Mr. Jobn T. Fulton, Second Vice President and Chief, Medicare Administrator
Mr. A. R. Colles, Chief, Accounting Officer
Mr. George W. Crum, Medicare Cost Accountant
The purpose of the meeting was to discuss and if possible close out the HEW

Audit, ACN 20001-09 dated 9/15/71 covering the period (1) Administrative Costs
for 1/1/68-12/31/69 and, (2) Benefit Payments for 10/1/68-9/30/68.
The Bureau of Health Insurance Regional Office had conducted a series of

follovp-up reviews at Occidental covering the HEW Audit. Based on these re-
views, it was determined that Occidental had acted on all recommendations with
reasonable assurance that disbursements made by Occidental are in accord-
ance with good administrative practices. There appears to be no area of signifi-

cant disagreement either in the Management area or the Administrative Cost area.
Following is a summary of the meeting.
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/. Claims Control of Exceptional Providers

A. Findings.

HEW Audit stated : "OLIC made pas^ments to physicians and medical groups

wliich had past histories of irregxilar or unusual billing practices without

adequately reviewing the propriety of the services or amounts claimed. As a

result, there was no assurance that the $3.2 million paid to these providers

during 1970 was allowable."

The Audit based their comments on a review of 248 sample claims which
were reviewed from the standpoint of documentation, HEW Audit did not go

into the medical necessity of the services. Occidental rereviewed 219 of the 248

claims and ascertained that only $96.40 had been improperly paid. There was no
indication of $3.2 million being incorrectly paid.

Of the 365 physicians on Occidental's "Exceptional Supplier List" only 2

had their payments svispended by BHI due to the possibility of fraud ; a third

was under investigation. The rest were on the list due to a tax levy, overpay-

ment to be collected back or as possible overutilizers.

B. HEW Audit Recommendations and BHI Follow-Up Review Findings.

1. HEW Audit recommended that bypass codes and the ESL lists be restricted

to senior claims personnel and that payment should not be made until proper

authorization is granted.
The BHI follow-up review verified that only senior claims examiners or man-

agement personnel now have the ESL lists and that all claims concerning a

physician on the ESL go to these people for review and authorization of payment.

2. Letters of certification should be obtained from all clinics and payments
should be suspended to those who have not submitted letters.

Occidental has obtained certifications for all clinics and as of May 5, 1972,

is updating their certifications.

3. Climes having members on the ESL should be added to the list.

Occidental has now identified over 5,000 physicians belonging to one or more
clinics and can now list the group or clinic on the ESL as well as any of the

other member doctors.

4. All claim folders should accompany the new claim when it is reviewed by the

Medical Consultants, and all claims needing medical evaluation should be so

reviewed.
The percentage of claims going to the Medical Consultants has risen from 4%

to 9%. Approximately 37% of the claims have the file folder attached, and it is

extremely easy for the medical consultant to obtain the claims folder when
desired. BHI agreefl with Occidental that current procedures are appropriate

since a check with the consultants indicated that the folder was not needed in

many cases and was readily available if necessary.

5. Standard criteria should be established for the identification of exceptional

providers.
Occidental has now developed basic guidelines.

C. Conclusions.

BHI concurs that there was no evidence that $3.2 million was improperly paid.

Necessary and proper steps have been taken by Occidental to implement the

recommendations made on the above items.

II. Controls Over EFC and Nursing Home Visits

A. Findings.

HEW Audit stated : "OLIO processed claims for physicians' visits to extended

care facilities and nursing homes as visits to acute hospitals because providers

had not been required to identify the facility visited. As a result, during the

24-month period OLIC had paid claims for excessive visits which exceeded

allowable charges by about $437,000."

HEW Audit reviewed 491 visits in the 2-year period and stated 22% were

overpayments because the visits exceeded Occidental's guidelines, which are 3

visits per month to patients in ECF's. The audit concentrated on documpi.tation

of the claims file and did not go into the actual medical necessity of the visits.

B. HEW Audit Recommendations and BHI FoUow-Up Review Findings.

All providers should be required to identify on all claims the type of facility

visited.
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Although most claims (87%) had the name of the facility, they usually had
in addition either an RVS code or a written description identifying the place
of service. In 13% of the cases where the name was omitted, other information
identified the type of the facility. Since in California few ECF's are hospital-
based, the name, if known or checked in the directory, is a good indication of
the type of facility. However, to assure accuracy, Occidental will require at
least two assurances of the type of facility such as the written description, RVS
code or name.
The Audit reports comment that excessive visits exceeded allowable charges

by $437,000 results from a strict interpretation of Occidental manual, which
states that three visits per month to patients in ECF's and nursing homes are
permitted. However, this is only a guide and claims examiners are permitted
to exercise judgment and allow more than these visits where medically justified.

C. Conclusion.

The claims are now showing the place of the service and generally the name.
Occidental will issue a bulletin reminding the physicians to always show the
name of the facility and the place of service and is emphasizing thorough review.
It is felt that all necessary and proper steps have been taken by Occidental
and there was no evidence of substantial overpayments per the explanation above.

///. Control of Durable Medical Equipment
A. Findings.

HEW Audit states : "OLIC's management of claims for durable medical equip-
ment was not always effective in that it did not assxire that all DME was medically
necessary and that beneficiaries were not advised of their option to purchase
DME when it was more economical to do so. Our review disclosed that total
rental costs exceeded the purchase price of the equipment in 23% of the claims."
Under the law, Occidental has not right to require the purchase of DME.

Only the beneficiary can make that decision. SSA District OflBces have literature
on DME, pamphlet SSI-71, which they give out and this is covered in the SSA
Medicare Handbook given every beneficiary.

B. HEW Audit Recommendations and BHI Follow-TJp Review Findings.

1. Occidental should obtain the physician's prescription. The BHI follow-up
review verified that Occidental has instructions requiring a physician's prescrip-
tion before paying the intial DME claim and that they are obtaining prescriptions.
However, the physician's prescription alone cannot be used as the sole basis for
medical necessity, some are for the beneficiary's convenience, but it is one factor
in determining allowance.

2. Occidental should advise the beneficiary of the option to purchase DME upon
submission of the initial bill.

Occidental is now sending out a purchase option letter with the intial payment
and. in addition, on the 6th rental payment is adding a "purchase option reminder"
on their EOMB's to the beneficiary.

3. Occidental should review all claims involving DME every 6 months obtain-
ing a new prescription where the rental will continue.

Occidental is now doing this.

C. Conclusions.

It was agreed that the required procedures are being properly followed but
that SSA in its informational and educational program has a role in informing
beneficiaries. The substantial amount of the $2.7 million distributed for DME
where the rental paid by Medicare exceeded the purchase price could not be
controlled by Occidental since the beneficiary had the option of deciding whether
to rent or purchase, as provided by the Medicare law.

IV. Beneficiary Payments
A. Findings.

HEW Audit states : "Procedures employed by OLIC for the correction of

identifiable medical payment errors were not effective, periodic follow-up reviews
by the Medicare Benefits Review Department would assist in alleviating this
condition."

B. HEW Audit Recommendations and BHI Folloiv-Up Review Findings.

Occidental's MBR Unit should perform periodic follow-up reviews of its

reports to insure that all payment errors have been corrected.
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Occidental now prepares a quarterly overpayment listing which is used by

the :\IBR Unit to follow-up to see that corrective action is being taljen. In

addition they maintain a tickler file and spot check.

C. Coitchision.

It was agreed that proper steps have been taken.

V. Hospital-Based Physicians

A. Findings.

HEW Audit states: "OLIC was making payments to certain providers for

pliysicians' services performed without adetiuate support for tlie reasonableness

of "the charge. As a result, over $340,000 was paid to hospital-based physicians

during the 12 months ending 9/30/70 without assurance that the payments

were reasonable.
The $340,000 was supported by statements from the hospitals regarding

professional component but were not necessarily current or complete.

B. HEW Audit Recommendations and BHI Folloiv-Up Review Findings.

1. Occidental should attempt to obtain support for paynients for services

provided by hospital-based physicians.

Occidental has secured rationale for payments to all hospitals but two.

Occidental has not made payments to these two and will not until they secure

1*^^ 1^ 1 oin 1p

2. Occidental should compare prior payments with documentation and make
retroactive adjustments when necessary.

This is an extrmeely complicatd area compounded by the fact that Part A
Intermediary is responsible for obtaining and communicating to the Part B
Carrier detailed information. It is also a continually changing situation to tlie

extent that BHI requires quarterly updating of the rationale. Thus, current

rationale would not noe!-ssavily correctly reflect the actual conditions of a prior

period. In the BHI follow-up review payments under the old rationale were

compared to payments that would have been made under tlie new. more complete

rationale for a" sample of services. In 24 of 95 services Occidental actually

made an underpayment, the new, more complete rationale allowing a liigher

payment. In 16 services Occidental made an overpayment and in 55 services

Occidental made approximately the same payment.

C. Conclusions.

It was agreed that it was not feasible to obtain complete rationale for the

prior periods in question and apply the results retroactively, since this could not

be cost justified.

VI. Letter of Credit Withdrawal Procedures

A. Findings.

HEW Audit states: "OLIC had maintained an average daily cash balance

of 2.8 million dollars because it withdrew funds under its letter of credit as

Medicare checks were issued. If the funds had been withdrawn as the checks

were presented for payment, interest savings of about $168,000 annually could

have been realized.

HEW Audit had not taken into account the expenses incurred by the bank
in handling the Medicare account that had not been charged Medicare but

would be under audit's recommended procedure and would offset the savings.

For example, a review of the l)ank's cost analysis statement for January 1972

showed their costs to handle the Medicare account to be $13,077.52. This times

12 equals $156,024.00 approximate yearly charges which would be subtracted

frciin the $168,000.00 interest saviiis^s.

B. HEW Recommordatiovs and BHI FoUoiv-Up Review Finding.^.

1. Withdrawal of funds on the letter-of-credit should be deferred until the

checlcs are presented for payment.
Occidental has taken steps to lower the amount of the float at the bank and

they are exploring the "overdraft" procedure whereby the bank would be paid

after the checks are cashed and the charges the l)ank would make for this

procedure. SSxV will be providing clarifying instructions in this area.

C Conclusion.

The $2.8 million average bank balance maintained in the Social Security

account for Medicare claims did not result in a loss of $168,000.00 in interest or
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reflect improper money management by OLIC. Occidental was following SSA's
specific instructions in handling its letters of credit instructions.

VII. Administrative Costs

A. HEW Audit Recommendations and BHI Follow-JJp Review Findings.

1. After the close of HEW Audit's field work. Occidental revised its calcula-

tions of allocated administration costs, resulting in a reduction of $3,801.00 in

1968 and an increase of $3,832.00 in 1969. Both OLIC and HEW Audit agreed
to this net increase of $31.00.

2. HEW Audit questioned Occidental's claimed public relations costs of $6.-

586.00 in 1968 and $6,596.00 in 1969. In the BHI review, additional information
was obtained which substantiated Mr. Dick Trueblood's involvement in Medi-
care activities. The amounts in question represent approximately 13 percent of

his salai'y and oflSce expenses. Since Medicare did benefit, it was agreed this was
an allowable expense.

3. HEW Audit questioned $6,741.00 in Planning Department Costs. Based on
a review by BHI, it was determined this was a proper cost.

4. HEW Audit felt $1,490.00 was a re-organizational cost and not allowable.

Based on the BHI review, it was determined this was an allowable cost.

5. HEW Audit questioned $7,229.00 of claimed telephone expenses. Based on a

BHI review, it was determined that the correct amount to be questioned was
$6,697.00.

6. The audit report concluded that "Classified Distribution" salaries should
be considered as direct salaries in computing the percentage of indirect expenses
to be allocated to Medicare. As a result, the auditors questioned $12,683.00 in

1968 and $17,793.00 in 1969. BHI has reviewed OLIC's allocation procedures, and
concludes that a portion of "Classified Distribution" salaries should be considered
direct salaries. At the time of the meeting, the amounts to be qiiestioned had
not yet been computed, but it was estimated that they would total about $2,000.00

in 1968 and $2,000.00 in 1968. (On May 10, 1971. it was determined that these

amounts would be $2,148.00 and $8,370.00, respectively.) Both BHI and OLIC
concur that the matter of overhead allocation is judgmental to a degree, and
that the positions tiiken by both HEW Audit and OLIC have merit.

B. Conclusion.

BHI and Occidental both agreed to the amounts as discus.sed above.

]Mr. BiERSCHBACiT. Aiicl so that members of this committee can bet-

ter appreciate the magnitude of our responsibility to southern Cali-

fornias nearly 1-million elderly residents, permit me to give you these

facts

:

Occidentals medicare staff paid out $105 million in Federal benefits

during the 1970-71 fiscal year, and has already ])aid $110 million in

benefits through May of the current fiscal year. In June 19G7, at the

end of its first full year of Medicare administration, Occidental was
processing 4,500 claims daily. Today, that figure has increased to

nearly 10,000 daily.

The balance of my oral comments today will be limited to Occident-
als j^osition on the various questions that you have raised. I do not
think, though, that Occidental is dissimilar to the bulk of the other
companies in the industry.

Mr. Chairman, in your letter of April 24, 1972. you asked for our
views on four items. We hope our response will help your committee
in its study.

Briefly summarized, we stated in our formal presentation, first, we
are returning a sufficient amount of the premium dollars as benefits to
the consumer. Last year, in our group health insurance line, we re-

turned 95 percent of the premium dollars to the consumer. Group
insurance represents more than 90 percent of our total health insurance
coverage.
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Even with the extra costs of handling individual insurance on a

person-by-person basis, we returned 62 percent of th e premium dollars

to the ownf.rs of our individual insurance policies,

Second, kn appropriate minimum benefit type )f regulation could

be of real value to the consumer and we supp »rt legislation and
regulation toward that end. But we oppose rigid )enefit standardiza-

tion that would inhibit competition and thereby the redevsigning of

benefits to fit advances in medical science and in ) lealth care delivery

systems.
Third, Competition has been demonstrated to 1 )e the most effective

control of rates in both group and individual i) isurance. Therefore,

formal rate regulation is not needed and would be against the best

interests of the consumer. Eate regulation woul 1 stifle new and ex-

permiental insurance coverages without controlli ng health care costa

Finally, we recognize that Americans need and : ire demanding better

health care services and we believe a closer wording relatioiiship bi;-

tween Government and private enterprise is tl e key to the success

of such improvements.
We believe that the past performance of the insurance industry

justifies the conclusion that it can effectively respond to the future

health care needs of our citizens. We are of the opinion that the best

course in the circumstances where a system has performed well, but
needs improvement, is not to discard the system, but lather to build
upon its strength and correct its wealniesses.

Occidental was a leader in health care for the elderly in California
before Medicare. Occidental has worked effectively in partnership with
the Federal Government on Medicare. We are confident that we can
continue to make a meaningful contribution to the efforts to improve
health care services in the future.

We welcome the opportunity to work with the appropriate com-
mittees of Congress toward these goals and appreciate the opportunity
to appear before this committee. I want to thank you for your cour-
tesy and attention.

Mr. Frost and I will be pleased to respond to any questions you
may have for us at this time.
Mr. CHU3HBRIS. Mr. Chairman, as I understand it, the entire state-

ment as it was presented earlier, will be made a part of the record.
Senator Hart. It has been so entered. While the staff is reviewing

the questions—some of which I am sure they want to put to you

—

let me raise with you just one, and perhaps it is a very narrow
aspect.

I am certain you have heard of it before—it is not unique. With the
insurers, who testified yesterday we were curious to find out just what
was meant by a red star district.

The insurance company provided us with their underwriting guide-
book and reference there was made to the desire either not to insure
at all or to be cautious and selective in insuring anyone who resided
in what they called a "red star district."

What we are to understand you mean in your Health Insurance
Underwriting Supplement, at page 310. It speaks about, "under our
new approach, you view the occupation as a red flag, but base your
decision as to the need for inspection report on further details."
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Tliis is a supplement that reviews the earlier practice of requiring

inspection reports for anyone in a particular occupation or activity.

Do you have that ?

Mr. BrERSCHBACH. I don't have that particular reference before

me, sir.

Senator Hart. Does it ring a bell at all ?

Mr. BiERSCHBACH. The red star. We do not have any reference to a

red star area in our manual that I know of.

Senator Hart. No, you do not have a red star reference. Yours is a

"red flag" reference.

Mr. BiERSCHBACH. Could I see that particular thing? All right, I

tliink the complete reference, sir, is pretty clear. It indicates that in

some occupations we might want to get an inspection report where
you might otherwise not have a need to do so.

It goes on to say that you have to consider all the particular cir-

cumstances and, in fact, the example given in here is a waitress serv-

ing liquor. It goes on to say that if she were working in a tavern or

nightclub, we might want to get an inspection report to gather more
information ; whereas, if she were working in a first-class restaurant

or hotel, we probably would not.

Senator Hart. Well, what would an inspection report—assuming
one was called for—give ?

Mr. BiERSCHBACH. Well, we would have to find out whether or not

the applicant had the financial means to purchase the policy and con-

tinue the policy in force.

Senator Hart. Well, let us suppose she were a very affluent waitress.

Does that take care of your problem ?

Mr. BiERSCHBACH. If she were a very affluent waitress, that prob-

ably would take care of our problem.
Senator Hart. The inspection report, then, is sim; ly a financial

Mr. BiERSCHBACH. It is partlj', yes, sir.

Senator Hart. And partly what else?

]Mr. BiERSCHBACH. If there had been a history of medical problems
that had not been brought out in the application, that might come up
in the inspection rejiort.

Senator Hart. So it is a financial and health report. Is it anything
else?

Mr. BiERSCHBACH. I think that would be pretty much what it is, sir.

Senator Hart. I would have gotten the impression that it was more
because on page 310-A you discuss some things to look for in decid-

ing whether or not an inspection report should be ordered.

One is a question of income. Is income high enough. It includes, also,

is applicant married with children and responsibilities or single with-

out responsibilities. Is place of employment first class or low class.

Really, that goes beyond your health or financial.

]Mr. BiERSCHBACH. All right. As to the point of whether or not the

individual is single or married with responsibilities, this would be of

primary concern in life insurance. There is more need for life insur-

ance on the part of an individual who has responsibilities, children,

dependents to support in event of their demise, than there is for an
individual who is single and has no family that would be put to dire

need if they should die.
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Senator Hart. I think it would be well, then—if there is no objec-

tion—to print in the record the two pages to which 1 have made ref-

erence, because the reader of the record is limited to just this exchange

of questions and maybe wondering exactly what it was involved. I

think printing the two pages will put it into pretty fair perspective.

]Mr. BiERSCHBACii. There is certainly no objection.

(Documents follow. Testimony resumes on p. 1053.)

Risks Committee

inspection reports general instructions

I. Routinely Required.—Ordered bj- Field Office.

1. Disability Income.
2. Business Overhead Expense.
3. Accidental Death. ( If field offices order for other plans, point out their error

to them.

)

II. Not Routinely Required:
In the areas wliere routine inspection is not required, there are certain indi-

viduals who because of their associates, their environment or their occupa-

tion would be inspected regardless of the benefit or plan applied for. I'nfortu-

nately. it is not always easy to pick these out. In the past we attempted to catch

them' by inspecting all applicants who worked at the type of job we felt would
draw tiiem. Studies however, have shown this approach to be too general anri

we are ordering far too many unnecessary inspection reports.

Thus, we have a prolilem : "How can we cut out the unnecessary reports with-

out eliminating one of our very valuable underwriting tools?"

The answer, we believe, lies in a refinement of current practice. Continue to

watch those .occupations which tend to be conducive to poor environment, habits

or morals, but then be more selective—or to he more explicit, exercise more
individual judgment within these occupations. For example, one of the occupa-

tions currently re<iuiring routine inspection is a waitress serving liquor. This

means that you would routinely order an inspection on anyone in that occupa-

tion. Under our new approach, you'd use the occupation as a "red flag" 5:ut

brtse your decision as to the need for an inspection report on further details.

If she were working in a first class restaurant or hotel, you wouldn't order

an I.R. However, if she were working in a corner tavern or for a night club you
probably would need an inspection report. You wouldn't order an I.R. if she were
a housewife helping her husband support a couple of kids, but you might if she
were single or a divorcee or separated, particularly where no family is involved.

Age is also a factor to consider. If she is young and unattached you'd be more
apt to order an inspection. With this background here is a list of occupations
you should look for. This is not all of them, but they typify what you're looking
for. When you run across them, use wliat other facts you can uncover to decide
if an inspection should be required.

A. IndivAdiials to watch.
1. Persons working where serving alcohol is a large percent of business, such

as bartenders, cocktail waitresses, check girls, cigarette girls, entertainers, host-

esses, or saloon keepers.
2. Persons whose occupation is conducive to moral criticism such as artists,

models, male hair dressers, etc.

3. Persons with low incomes conducive to pf)or living standards and environ-
ment, usually class 4 such as laborers or other unskilled workers performing
heavy manual labor.

4. Persons with high occupational hazard including most class 4's and all

class 5's.

5. Applicants for Hospital Coverage over age 55.

iB. Other factors to look for in deciding whether or not an inspection should he
ordered.

1. Is applicant married with children and responsibilities or single without
responsibilities ?

2. Is income high enough for decent standard of living or low inviting poor
environment?

3. Is place of employment first class or low class and conducive to poor environ-
ment, habits or morals ?
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4. Is agent well acquainted with applicant or did applicant come to agent for

cuvt'i-age or was application taken on canvass?

n. Has any other insurer taken adverse action?

Because this type of case presents peculiar problems, discuss all developments

with your Assistant Manager. Inspection reports are a constant problem because

of curiosity. If case is one which may arouse curiosity of otlier employees, the

IR should be removed from file and held in Department files until 30 days after

the policy is issued.

Mr. 0-Leary. Mr. Bierschbaeh, yesterday when we were questioning

the representative of the Metr()})ol'itan, there was reference to the "red

star"' district. In the colloqu\- that was developed with those gentlemen,

thev acknowledged, in effect, that there were certain geographical areas

that they took into consideration for underw^'iting purposes.

They "took special pains to pxHut out that these were not just neces-

sarily ' intercity districts. That there were districts that they felt

exposed them 'to more risks. And they agreed to furnish us with a

list of the districts that they have as "red star"' districts.

My question is : "'Do you use where a person lives in any manner or

fashion as an underwa-'iting guide with respect to individual health

insurance?" Is that something that you would take into consideration

at all?

Mr. BiERSCHBACii. To the best of my knowledge, the geographical

location in wdiich an individual lives w'ould have no effect on our under-

writing. We do not have any geographical areas centered out as being

areas that we want to avoid.

Mr. O'Leary. I notice that—making reference to the page 310-A

that Senator Hart utilized a few moments ago—there are a couple of

entries such as, under category A, "individuals to watch." There are

then five entries. The third entry is: "Persons w^ith low^er incomes

conducive to poor living standards and environment, usually class 4,

such as laborers or unskilled workers performing heavy manual labor."

Can you tell me just exactly what that entry means, what you are

looking for ? And why ?

Mr. BiERSCHBACH.'The primary purpose of that would probably

be the accident hazard.

Mr. OT^EARY. The reference, "poor living standards and environ-

ment" ?

Mr. BiERSCHBACii. All right. We would be concerned about an indi-

vidual who lived in a honie wdiere the sanitary conditions were not

good. AVe would be concerned if, let us say, it w^as an unhealthy atmos-

phere in the home. That would be true regardless of w^here that home
miffht be located.

Mr. O'Leary. Well, w^ould an inspection report—if I am a laborer

or an unskilled worker performing manual labor, would someone from

your company go out and take a look at my home, such as inspections

done by fire insurance companies, to see what the place looked like?

]SIr. BiERSCHBACii. Not an employee of our company per se. We
might have an inspection report run by the inspection company.

Mr, O'Leary. The inspection company, would that be like a retail

credit bureau ?

Mr. BiERSCHBACH. Ycs, sir.

Mr. O'Leary. And they would go out and—let us say I live in a run-

down individual dwelling, what would they report back to you?
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Mr. BiEKScHBACH. I believe tliey would not make any evaluation

just on the exterior appearance of the house.

Mr. O'Leary. What would it be based on ?

Mr. BiERSCHBACH. They would probably come to the door and knock
and ask to visit with you and /or your wife and would get some im-

pression as to whether the house was tidy.

Mr. O'Leary. And if the house is untidy, you feel that that would

make me a poor r i sk for health insurance ?

Mr. BiERSCHBACH. I bcHeve that if it was downright filthy and
unsanitary, it could

;
yes. If there were toys on the floor with children

playing, certainly not.

Mr. O'Leary. So let us assume that it is downright filthy. Does

that mean I do not get the insurance or does that mean I pay more ?

Mr. BiERSCHBACH. Chauces are it would be rated, not that it would

be declined.

Mr. O'Leary. What else, if anything, would be looked for ?

Mr. BiERSCHBACH. I cauuot think of anything else that would be

looked for, Mr. O'Leary.
Mr. O'Leary. If I come to you and apply for health insurance in-

dividually, what check, if any, is run on me to see whether or not

I—I assume there is something in the application form as to whether

or not I have applied to other companies ?

Mr. BiERSCHBACH. Yes.

Mr. O'Leary. And if I indicated in that form, "yes," I have ap-

plied to other companies, what, if anything, do you do with respect

to the companies that I have listed ?

Mr. BiERSCHBACH. Our concern there is that we would not want to

issue coverage on an individual who already has existing coverages

in several other companies because of over-insurance.

Mr. O'Leary. You will have to help me there. Assuming I am ap-

plying for an individual policy, would my benefits be coordinated

anyway, or not necessarily ?

Mr. BiERSCHBACH. Our individual policies do not coordinate.

Mr. O'Leary. So you would be concerned as to whether or not I

might be a chronic malingerer who is trying to get over-insurance and

then use these facilities and collect on two policies ?

Mr. BiERSCHBACH. Ycs, sir.

Mr. O'Leary. Assuming that I am listed, what do you do ? Go to

the other company and say, "What kind of coverage does this guy

have?"
Mr. BiERSCHBACH. No ; we go back to you, sir.

Mr. O'Leary. Go back to me ? Ask me what I have.

Mr. BiERSCHBACH. Yes, sir.

Mr. O'Leary. And let us assume I have a group policy, then on

that basis I would be declined an individual policy from you?

Mr. BiERSCHBACH. It would depend on the type of individual policy

you were interested in buying from us.

Mr. O'Leary. I see.

Mr. BiERSCHBACH. And it would also depend on the extent of your

group policy.

Mr. O'Leary. Eight. ^Vliat if I do not list another company on there ?

What sort of a check is made to find out whether or not I have an-

other policy someplace else ?
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Mr. BrERscHBACH. There is no way we could check to find out if you
had another policy.

Mr. O'Leaky. Your company does subscribe to the Medical InfoiTaa-
tion Bureau, does it not ?

Mr. BiERSCHBACH. Ycs, sir.

Mr. O'Leaet. Is that utilized in any fashion as a check to see whether
or not I have insurance with somebody else ?

Mr. BiERSCHBACH. I will answer your question as well as I can but
I will want to verify the accuracy of my answer. I think if you applied
for another policy in another company and a policy were issued and
there were no problems, I do not believe there would be an entry in

MIB. I would have to verify that, sir.

Mr. O'Leary. Well, as I understand it, the information that MIB
has comes from either the individual life applications or individual
health applications,

Mr. BiERSCHBACH. More so from the former than the latter.

Mr. O'Leary. More so from the former than the latter. What I am
trying to get at is what sort of procedure do you have, or to what
extent do you engage in exchanging information with other insur-
ance companies, and how does that situation come about ?

Mr. BiERSCHBACH. Well, it would be pretty rare that we would
exchange information with other companies. If you have some speci-
fic ideas in mind, I could maybe answer.
Mr. O'Leary. Well, I am looking at page 3i80 of your Health In-

surance Underwriting Supplement, entitled "Inquiries to Other Com-
panies." And I will just read you the first paragraph.

Form 28-PF, Request for Details, is used whenever we request information
from another insurance company. It has been our practice up to now to advise
the other company about amount and type of insurance applied for with us, the
date of the last MIB report, and any unfavorable infoi-mation on file at the
time of inquiry.

Because of recent changes in the law, we may no longer provide such informa-
tion without the proper authorization.

And then, at the bottom of the page, there is an entry. It says

:

In responding to an inquiry from another company for information from our
files, we must have a signed authorization before releasing any information.

I assume that that means that if another insurance company wants
to get information from your files, they must forward to you an au-
thorization signed by whoevBr it is applying for insurance with that
company ?

Form 28 P.F., Request For Details, is used whenever we request information
from another insurance company. It has been our practice, up to now, to advise
the other company about amount the type of insurance applied for with us, the
date of the last M.I.B. report and any unfavorable information in our file at
the time of inquiry. Because of recent changes in the law, we may no longer
provide such information without proper authorization.

The following procedure will be used whenever we are requesting information
direct from another company :

1. A signed authorization (or copy thereof) must accompany each request.
2. Identification information only will be given on our request form. This

includes the date, our File number, Name, Date of Birth, Birthplace, Occupa-
tion and Residence Address.

3. In sending or answering inquiries, it is imperative that we neither indicate
the tentative or final action on our file nor request the other company for theirs.

If no authorization slip accompanies the application file, the underwriter
must request one from the agency before sending an inquiry to another company.
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Such a request for signed authorization should be marked on the underwriting
sheet as a 35J requirement.

In responding to an inquiry from another company for information from our
flies, we must have a signed authorization before releasing any information.

Mr. BiERscHBACH. That is correct.

Mr. O'Leary. Saying that he has no objection ?

Mr. BiERSCHBACH. Correct.

Mr. O'Leary. What sort of a situation would be ?

Mr. BiERSCHBACH. It could arrive if on the application for insurance

there was no indication of any particular impairment ; and if we were
to query MIB and find out that there was a report of some particular

impairment; and go back to the insured and get no verification of it;

we might then go back to the MIB to give a request for details.

We do not know who the company is that put the information in

there. MIB would forward our request to this company that put the

code in the first place and say that Occidental is asking for the in-

formation on the code, and then that other company could come back

to us and say, "If you will supply signed authorization to get the

information, we may give you some of the information."

Mr. O'Leary. And I take it that would g;enerally be a medical con-

dition or some sort of impairment which would trigger the inquiry.

]Mr. Bierscih^ach. Yes, sir. Incidentally, we could not then act on the

information we got from the other company. We would have to verify

it ourselves.

Mr. O'Leary. Eight. Now, I am now referring to page 1080, Subject

:

JkllB Code Procedure. The bottom of the page, Eoman Numeral III,

Request for Code Details.

Re<inest for MIB Code Details must be held to a minimum. No details should

ever be requested until all other facilities have been exhausted. If it becomes
necessary to request code details, use the M-101 and make the notation, "Request

Code Details," give symbol and date of report.

The next paragraph goes on,

Check rules, prepare form B-15 and file with the Index Department. Index will

be transmitted request by date by phone to MIB. Boston. Boston will request

the information from the member company involved. This system should result in

much faster carrier handling of these requests.

I take it that that is a situation where someone has applied with

your company and you have then transmitted a request for details to

MIB ; MIB goes to the other company involved. There is a note here

at the bottom which says, "Remember, we must always have a signed

authorization in our file before requesting code details." And you have
the authorization and you are asking the other company to provide you,

through MIB, with whatever information it is they have with respect

to this applicant's condition or impairment ?

The R.U. System is a method by which the underwriter may flag certain cases

so that they will not be reinstated without underwriting review.

Since all M.I.B. codes on issues, claims, declines, P.S.'s or recent changes will

be picked up by Index and be referred to the underwriter on reinstatement, the

use of the R.U. System becomes very limited.

The R.U. System will be used only where no code can be reported to M.I.B. but
where the condition indicates a reinstatement should be underwritten.

If the conditions is found in connection with a claim, change, decline or P.S.,

the R.U. System will not be used.
Underwriters are expected to familiarize themselves completely with coding

procedures. They should know when and how to report codes, how to interpret
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them and hoiv to use thetn proijcrli/. They are cautioned to observe all the rules
in Api)eudix A, pages 21, 22 and 23 of the M.I.B. Official Code List of Impairments.

/. General Information

The Medical Information Bureau (M.I.B.) is a non-profit, unincorporated
association formed to conduct a confidential interchange of information between
ofiicers of the member life insurance companies. The Executive Committee has
designated the Recording and statistical Corporation as servicing agent for
the Bureau. In Occidental, a tape checking system is maintained on U.S. and

Canadian impaired risks.

//. Reporting Impairments
Complete instructions are to be found in the M.I.B. Official Code List of

Impairments. This includes special instructions relating to the Fair Credit
Reporting Act, shown opposite page 3 of the Code book. In no case should the
reporting of a code be delayed longer than SO days after receipt of information
in the Home Office.

Life and Health Underwriters will not report any M.I.B. code marked "dis"
(Discretionary) if the impairment is found only on Health new business or
Health Claims. However, wliere there appears to be a particularly bad situation
such as 275 or 024, refer the tile to Dr. \'aughan for his authority to report the
code.

///. Request for Code Details

Requests for M.I.B. Code details must he held to a minimum. Code details
should never be requested until all other facilities have been exhausted. If it

becomes necessary to request code details, use the M-101 and make the notation
'•Request Code Details", and give symbol and date of report.
Attach a routing tag (M-406) marked "Request for Code Details" and move

the file and request via N.B.C. to the Medical Department. They will check rules,
prepare Form B-15 and move file to the Index Department. Index will transmit
request by Data Phone to M.I.B. Boston. Boston will request the information
from the member company involved. This new system should result in much
faster handling of these requests. If no reply, Index will re-transmit to Boston
in 10 days. At 3rd follow-up, underwriter will either take action or reorder code
details.

If another requirement is ordered at same time code details are requested, the
routing tag should be marked (1) Typists (2) Medical Department—Code
Details.

Note.—Remember we must ahvays have a signed authorization in our
file before requesting Code Details.

IV. Verification of Code Information

Generally, the method of M.I.B. code verification will vary according to the
tyi)e of code as follows :

1. Medical impairment (physical history or condition)—make an attempt
to verify by rechecking with agent, ordering Attending Physician's statement,
examination or other medical information.

2. Supplementary impairment (habits, morals, financial or other nonphysical
hazard)—make an attempt to verify by ordering an inspection report.
These rules will apply even when the code indicates an uninsurable condition

unless we have other verifying file information.

T'. Use of M.I.B. Information

The General Rules of the Executive Committee of the M.I.B., revised March 5,

1971, includes Rule 14 which reads as follows, "The information received through
the Bureau shall not be used in whole or in part for the purpose of serving as
a factor in establishing an applicant's eligibility for insurance".
The application of this rule means that

:

M.I.B. information may properly be used only as an alert signal indicating
what to look for and where, and as a supplement to a member's own medical
examination, inspection or other information.

Occidental has interpreted this ruling as follows

:

"M.I.B. codes alone may never be used as the basis for underivriting action, or
estimates of probable action."

90-319—73—pt. lA 33
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VI. M.I.B. Codes—Confidential Nature
Codes are confidential in nature and neither the details nor the fact that

information was obtained from a code bureau is to be disclosed to anyone except
an authorized person within the Company (Authorized i)ersons are those who
have possession of code books in an oflacial capacity)

.

As many persons within the company who handle the file after it has been
processed by the Underwriting Department are not authorized, no written inter-

pretation of codes is to be made in the file.

Mr. BiERSCHBACH. That is correct. The reference to all those codes
is because we have the underwriters in one of the departments and the
clerical people in the other, and this is just form.
Mr. O'Leary. This procedure seems to have been in operation since

7-7-71, so I would assume that this is the same procedure that is in

effect now?
Mr. BiERSCHBACH. That is correct.

Mr. O'Leary. And then under roman number IV, it says, "Veri-
fication of Code Information." Generally the method of AlIB code
information will vary according to the type of program as follows

:

One, medical impairment, physical history or condition, make an attempt to
verify by rechecking with agent, ordering physician's statement, examination,
medical information.
Two, supplementary impairment.

And then in parenthesis it says,

Habits, morals, financial or other non-physical hazards. Make an attempt to
verify by ordering an inspection report.

Can you give me an illustration of what is meant by "habits and
morals" and "non-physical hazards" ?

Mr. BiERSCHBACH. If I can think of a good example for you. If
there were any indication that an individual had been, let us say, in

trouble with the law, repeated times, and we might want to get infor-

mation on that.

Mr. O'Leary. Wlij would that be of concern to you in relation to

a health policy whether or not a person is a good or bad risk as far

as health is concerned ?

Mr. BiERSCHBACH. Well, I think if it were someone with the Mafia,
we might be a little concerned about writing a health insurance policy
on him.

Senator Hart. If what ?

Mr. BiERSCHBACH. If a person were in the Mafia, I think we might
be a little bit concerned about writing a health insurance policy on
him.
Mr. O'Leary. Let us assume that I am not Joe DeGallo and I do

not have any felony convictions. I have been engaged in no shoot-
outs
Mr. Chumbris. He would give you a policy.

Mr. BiERSCHBACH. I doubt that we would get any morals code on
you then, sir.

Mr. O'Leary. Well, then, let us assume that I am a—habits, morals

—

I am a con man. I mean, is it the kind of racket? Do you take that
into consideration ?

Mr. BiERSCHBACH. I think if a person had been in and out of

bankr-uptcy on several occasions, we would be concerned about writing
a policy.
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Mr. O'Le^vry. That would be a factor to consider as far as liis

health is concerned?
Mr. Beerschbach. Well, the feeling there might be that he might

be paying premiums out of moneys that are really tied up by bank-
ruptcy proceedings and we would end up having to refund the pre-
miums, after having already provided coverage.
Mr. O'Leary. What about a divorced person, would that be a factor

you might take into consideration in either deciding whether or not
to write me or what rate to charge me ?

Mr. BiERSCHBACH. I do not think so.

Mr. O'Leary. Just one more. I am looking at page 615, Health In-
surance Underwriting Supplement. The last entry on this page
reads

:

Watch carefully for indications of transiency. Be selective, especially with un-
married or divorced women without families.

Is that something you would take hito consideration as to the kind
of risk that a person might be ?

1. Regular Limits
2. Inspection on all Applications
Watch carefully for indications of transiency.

Mr. BiERSCHBACH. I didn't get all of your statement.
Mr. O'Leary. "Watch carefully for indications of transiency. Be

selective, especiall}' with unmarried or divorced women without fam-
ilies." Would you consider unmarried and divorced women without
families a high risk, poorer risk, for health insurance ?

Mr. BiERSCHBACH. Trausicucy, I think, is the key factor there in that
if a person does not have a family, is drifting around a lot, the factors
we are concerned about here are the persistency of the business.
Mr. O'Leary. What about Gloria Steinberg, would you write her?
Mr. BiERSCHBACH. Why not?
Mr. Sharp. Mr. Bierschbach, just one more of these health insurance

underwriting supplements. Subject: Pregnant Wives and Family
Coverage. And the underwriting health coverages were, family to be
included, the following procedure must be observed in pregnant wives.

One, if the wife is pregnant more than three months, get the attending phy-
sician's report to determine if the pregnancy is proceeding normally.
Two, if there are any complications of pregnancy, postpone coverage on wife

until after childbirth.

Now, in your statement, you tell us that Occidental is concerned with
the health needs of Americans. Xow, why would you want to postpone
coverage on the wife until after childbirth, particularly when pre-
natal care is so important ?

In underwriting Health coverages, where a family is to be included, the fol-
lowing procedure must be observed on pregnant wives :

1. If wife is pregnant more than three months, get AP report to determine
that pregnancy is proceeding normally.

2. If there are any complications of pregnancy, postpone coverage on wife
until after childbirth.

Mr. BiERSCHBACH. I think you would agree, Mr. Sharp, that if a
woman is pregnant and there appear to be some complications, there is

probably-—or there is possibly—an increased probability of there being
some detriment to her health, and in voluntary insurance programs
what one tries to do is put people in categories of risks where all the
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people in the group are in a cate<i;ory that have the same probability of
experiencing^ the event that will give rise to a claim. This does not mean
that we want to decline them from insurance. "We want to put them
into the proper group.
Mr. Sharp. In what group would you put a pregnant woman that

may have some complications ? What type of group and how would you
charge that family ? I assume this is a group policy ?

Mr. BiERSCiiBACH. This would not be a group policy.

Mr. Sharp. It is an individual policy written on a family and you
are going to exclude now, or postpone, coverage on the wife, wdien
would you cover her ?

Mr. BiERscHBACH. After the delivery of the child.

Mr. Sharp. And if there were complications or the family needed
medical help, and financing for that medical help, they would not be
eligible under your policy, is that correct?
Mr. Bierschbach. If they were waivered out, yes, sir.

Mr. Sharp. If you waived her out ?

Mr. C HUMBRis. If they w^ere what ?

Mr. BiERSCHBAOH. If they were waivered out.

Mr. Sharp. Do you wai ve out all of them ?

Mr. Bierschbach. No, no. If we decided to postpone the coverage
on the w^ife until after delivery of the child, there would be no bene-
fits paid upon the delivery of the child.

She could reapply after the delivery of the child and be fully

covered.
Mr. Sharp. That is because from a business standpoint, you are in

business, and I am not being critical, you would have to pay claims,

isn't that what it amounts to ?

Mr. Bu:rschbach. Well, as I said a few moments ago, in a voluntary
insurance system, you do not willing go on a risk immediately before a

known claim. You are insuring against an unkno-vm. That is a known.
In life insurance, for example, you would not knowingly insure a

person as he was about to leap off a building.

Mr. Sharp. Let me ask you—say we have a doctor that is very sym-
pathetic to the woman's condition. He gives you a report that states

that as far as he is concerned, the pregnancy is proceeding normally.
How do you check this ?

Do you have a feeling sometimes, in this business, that, perhaps,
the doctor may want to be sympathetic to the plight of the patient,

also the doctor might want to be paid, and does this kind of make—

g

I am trying to, without saying the word, make doctors sort of, well,f
fudge the thing a little bit—the doctor suspect in your eyes ?

Mr. Bierschbach. No, sir. If the doctor told us the pregnancy^
was proceeding routinely, we would not be suspicious of the doctor,^*

Mr. Sharp. Thank you. That is all I have.
I was -wondering, you submitted to the subcommittee your con

tract performance review reports as a Medicare intermediary.
Mr. Bierschbach. Yes, sir.

Ml'. Sharp. Under the part B program, is that correct ?

Mr. Bierschbach. Yes, sir.

Mr. Sharp. And you submitted an on-site audit report carried out

in 1970—July 20 to 24, 1970. It was a contract performance review
report.

I

n-

i
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You liave also submitted today to the subcommittee a document
entitled, "Meeting between the Bureau of Health Insurance Regional

Office, Social Securit}- Administration, San Francisco, and Occi-

dental Life Insurance' Company, Los Angeles. California. May 5,

1972." And among the representatives I notice Mr. A. B. Halverson,

senior vice president.

Xow, on the last page of this—it is not numbered, I am sorry to

say—of the document you submitted—I guess it would be page 7 is

numbered

Interest or reflect improper money management by OLIC. Occidental was follow-

ing SSA's specific instructions in handling its letters of credit instructions.

^'11. Administrative Costs

A. HEW Audit Recommendations and BHI Folloic-Vp Review Findings
1. After the close of HEW's Audit's field work, Occidental revised its calcula-

tions of allocated administration costs, resulting in a reduction of $3,801.00 in

1068 and an increase of $3,832.00 in 1969. Both OLIC and HEW Audit agreed
to this net increase of $31.00.

2. HEW Audit questioned Occidental's claimed public relations costs of

$6,-586.00 in 1968 and $6,596.00 in 1969. In the BHI review, additional informa-

tion was obtained which substantiated Mr. Dick Trueblood's involvement in Medi-
care activities. The amounts in question represent approximately 13 percent

of his salary and office expenses. Since Medicare did benefit, it was agreed this

was an allowable expense.
3. HEW Audit questioned $6,741.00 in Planning Department Costs. Based on

a review by BHI, it was determined this was a proper cost.

4. HEW Audit felt $1,490.00 was a re-organizational cost and not allowable.

Based on the BHI review, it was determined this was an allowable cost.

5. HEW Audit questioned $7,229.00 of claimed telephone expenses. Based
on a BHI review, it was determined that the correct amount to be questioned
was $6,697.00.

6. The audit report concluded that "Classified Distribution" salaries should
be considered as direct salaries in computing the percentage of indirect ex-

penses to be allocated to Medicare. As a result, the auditors questioned

$12,683.00 in 1968 and $17,793.00 in 1969. BHI has reviewed OLIC's allocation

procedures, and concludes that a portion of "Classified Distribution" salaries

should be considered direct .salaries. At the time of the meeting, the amoiints
to be questioned had not vet been computed, but it was estimated that they
would total about $2,000.00 in 1968 and $8,000.00 in 1969. (On May 10, 1972,

it was determinetl that these amounts would be $2,148.00 and $8,370.00. re-

spectively.) Both BHI and OLIC concur that the matter of overhead allocation

is judgmental to a degree, and that the positions taken by both HEW Audit
and OLIC have merit.

B. Conclusion

BHI and Occidental both agreed to the amounts as discussed above.

]Mr. BiERSCiiBACii. Are you referring to the minutes of the May 5

meeting?
Mr. Sharp. Yes, I am sorry.

Mr, IkERSCHBACII. OK.
]Mr. Sharp. Under Roman Xo. VII. it lists ''Administrative Costs

and HEAV Audit Recommendations, Bureau of Health Insurance
Followup Review Findings."
Nowhere in there—and please correct me if I am wrong—nowhere

do we see in there an}i:hing dealing with the so-called statistical sum-
mary of the Occidental Life Insurance Co. contained in the contract
perfoi-mance review report, July 20-24. 1970.

In that statistical summary, they cite the cost per claim of handling
these Medicare audits. Do you have that, sir, by the way?
Mr. BiERSCHBACir. The contract performance review report?
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Contract Performance Review, Occidental Life Insurance Co., Los Angeles,
Calif., July 20-24, 1970

List of participants

Calvin Beacbum, Contract Performance Review Branch, Division of Inter-

mediary Operations, Bureau of Health Insurance.
Charles Jezek, CPRB. DIO, BHI.
Anthony Lovecchio, CPRB, DIO, BHI.
Leonard Peshkin, Medical Insurance Reimbursement Branch, Division of

Reimbursement, Bureau of Health Insurance.
John Taylor, Division of Systems, Bureau of Health Insurance.
Mary Daniels, Division of Health Insurance Studies, Office of Research and

Statistics. SSA.
Harry Savitt, Division of Health Insurance Studies, ORS, SSA.

Plan of Report

This report consists of a summary evaluation followed by findings and related

recommendations resulting from the onsite review of Occidental Life Insurance
Company. Additional information pertaining to the various areas reviewed is on
file in the Contract Performance Review Branch.
Except for the summary evaluation, the format of this report is of an exception

type, i.e., in general, only areas requiring improvement and recommended methods
of improvement are presented. This format has been adopted for administrative
purposes and is followed in all performance review reports. No implication as to

the overall level of the carrier's performance is intended or should be drawn
solely from the extent and nature of the exceptions noted. However, a general
evaluation of the overall level of performance of the Medicare operations is con-

tained in the second section of this report.

Recommendations contained in this report are subject to budget limitations

;

supplemental fiscal approvals are to be obtained as appropriate in implementing
recommendations.

I. STATISTICAL SUMMARY, OCCIDENTAL LIFE INSURANCE COMPANY
A. General

[service area: 9 counties, Southern California, 910,000 beneficiaries; fiscal year 1970; budget, $6,560,000; workload,

1,565,000; staff, 638 man-years.]

B. Workload data

Receipts

Clearances

1490 Assignment rate

National..

Investigation rate

National

Denial rate

National

IVIean processing time
INational

Median processing time
National

Pending (monthly average)
Week's work on hand

National

Percent pending over 30 days
National

Queries pending final reply as percent of total

:

Pending 19.4

National 18.7

Quarter
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JSIr. Shakp. Yes.

Mr. BiERSCHBACH. Yes, I do.

JNIr. Sharp. Good. They refer to the cost per claim, national, as well

as your company. It states for Occidental, that the cost per claim for

the period July^OGO to March 1970 is $4.30, but the national average

was $3.14.

Now, could you explain to the subconunittee how your administra-

tion of Medicare can cost 30 percent more than the national average?

I am reading this because on page 20 of your statement you state

that the present type of group insurance system and the privately

administered Federal Medicare program is doing well, they are doing

all right.

The possibility of success for such a privately administered program is indeed

supported by the success of the present private group insurance system and the
privately administered Federal Medicare program.

And I am wondering if your company has corrected the situation

and how can you explain the 30 percent more per claim on the part

of your company than the national average ?

Mr. BiERSCHBACH. Mr. Sharp, I would like to say that there are a

lot of things that go into evaluating the efficiency of the administration

of a Medicare program. If you look under that same statistical

summary
Mr. Sharp. Yes, sir.

Mr. BiERSCHBACH. If you go up to "mean processing time*' of the
quarter ending March 31, 1970, Occidental's was 17.7 days; national

average was 26.4. That is a service.

If you go down to "percent pending over 30 days," Occidental was
17.6 ; national average was 23.4 that is a service.

Then I would like to add to the "cost per claim" data that you read
the fact that during the period of July 1971 to December 1971, our
cost per claim has fallen from $4.13 to $3.72.

Mr. Sharp. Is that what it is now, sir ?

Mr. BiERSCHBACH. That is what it was during the last—no, I am
sorry—during the last 6 months of last year.

Mr. Sharp. "Wliere is that shown in here ?

Mr. BiERSCHBACH. That is not shown on that page. It is a subse-

quent report. Mr. Frost, do you have the data of that report ?

Mr. Sharp. Are you saying that it has gone from 4.13 down to 3.60 ?

Mr. BiERSCHBACH. 3.72.

Mr. Sharp. Do you know what the national average is ?

Mr. BiERSCHBACH. The national average has gone from 3.14 up to

3.31.

Mr. Sharp. So you are still above the national average?
Mr. BiERSCHBACH, We are still above the national average. Let me

m.ake one more statement on this and then I will let Mr. Frost add to it

if he likes.

It is our opinion that when we set up our medicare system, we set it

up to do as good a job in all respects as we could. We built in some con-
trols that some of the other carriers did not build in—some of the
intermediaries did not build in.

The HEW is now able to evaluate the jobs being done by the differ-

ent intermediaries and are requiring some things from other—I am
told they are requiring things from other intermediaries that we have
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been proAidintr all the Avay alono-. Ours are more expensive. As further

requirements are put on other intermediaries, their costs are going up
and our costs are. in fact, going down.
Mr. Sharp. AYell. before Mr. Frost begins, I would like to continue

with you a moment, please, if I may.
You pointed out the mean processing time, the intermediate process-

ing time and the percent pending over 30 days. On the same sheet I

notice investigation rate. That is the amount that you are spending

to investigate per claim for the quarter ending ^Nlarch 31, 1970, as you
pointed out. is 6.9. while the national average is 9.3. And at the same
time, on the bottom of the page, it shows that the production per man-
year for your company is 2.087. and the national. 3,046.

Xow. this shows, does it not. that you are processing your claims veiy

quickly ; you are not spending much money investigating them ; and
it seems that too many man-years are being spent on cases handled, so

you have a low rate of productivity and a high rate of c/)st per claim.

Doesn't this suggest to you that maybe too much is being invested

—

in the sense of being passed on. in the way of costs to the taxpayers

—

in the management and executive branch of your company?
I am sure you have a lot of people here getting these claims out very

quickly. Your production per man-year is lower than the national

average. Your- investigation expense is lower and yet your costs are

higher.

It is my understanding, and please correct me if I am wrong, that a

certain percentage of your executives and managers—a certain per-

centage of their costs are allocated to the medicare program, and
therefore the taxpayers will be paying for this. Do you see any other

conclusion from these figures?

Mr. BiERsniBACiT. Yes. I do. l^lr. Shar]). Tn the first place, you indi-

cated that this Avas—that the inA^estisration data Avas an expense. Tt is

not an expense, it is an iuA-estigational ratio.

Mr. Sharp. I am sorry. Tt is a rate per claim.

Mr. BiERscHBACH. And if you move OA^er just to the next column, you
AA'ill see that the rates are exti-emely close during the months of March
and April, That sort of thinof seems to fluctuate ai-ound considerably.

Mr. Sharp. What about May, sir ?

'Sir. Bterschrach. Okay, ]\iay. Tt goes back to the same sort of coni-

parison that Ave had before, CAen closer.

What Avas the other item that you AA^ere

]Mr. Sharp. Production man-year.
Mr, Bterschrach. All riaht. The j^i-odnction pei- man-year figures

for Occidental Avas 2.277, The national average Avas 3,392. Foi' the

last 6 months of last year, the production rate for Occidental had
moA-ed from 2.277 to 2.344, AA'hereas the national average had fallen

from 3.392 doAvn to 3,309.

So there again it is a case of the Occidental having made improve-
ments, AA'hereas the national aA'erage has deteriorated someAvhat.

You asked a question about allocation of the expenses. T do not have
all the details on the allocation methods, although the HEW in thei?-

audit report did question certain matters and have noAv reconciled all

diffcj-eiices and both ])arties Avere satisfied.

Sir. Chumhrts. Sir. Sh.ai']^, if you Avould yield for a moment. Just to

get some balance on the questions and ansAvers. noAv you are talking
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al)Out what your company is doino- and ^h: Sharp is brinoino- about the

national average.

Now, does irmake a difference that you are operating in one certain

part of the country and other companies are operatino- in other parts

of the coimtry? That woukl make a difference in the operating

expenses.

For example, when we had the Blue Cross hearinas. they prepared

a chart. For example, in 1961). operatino- expenses for Blue Cross, at

the top it is Alabama—6.8: Wilmhioton, Del.—1.4; Boston, Mass.—
3.9; Montana, for example, V2.'2. Well, those ffoures that were g-iven

there did not tell the whole stoiy because as the witness woidd say that,

for example, some of them had medical and surgical plans, others in-

cluded reserves for maternity benefits, one excludes medical and sur-

gical and extended benefits, so you just could not use those percentages

saying that one State was higher than the other, unless you looked at

the whole picture.

Now. my point here is. is there something in your operation that made
you operate at $4.30 one year and $3.72 the next year? Maybe the next

year would reflect something differently. That's the only thing, so

tliat we can make this record a little more relative for whoever reads

this record.

]Mr. BiERSCHBACH. Yes, sir; there is something in the 0]^eration. It

o-oes Imck to the question—to the reference you made, Mr. Sharp,

reuarding, what kind of a job we were doing.

In the Department of Health, Education, and Welfare bulletin,

dated April 27. 1972, regarding the intermediary performance, they

ha^e put tooether an indicator and they call that the reasonable

charge data.

This indicator, and I am quoting, '"represents a nonstatistical

measurement of carrier reasonable charge methodology. We have

selected a number of key element carrier procedures which reflect

the actual limitation of the Social Security Administration's more
reasonable cliarge instructions.'' And they give more details about it.

And they rated the various intermediaries and what kind of a job

they do in that regard. Occidental rates No. 1.

Mr. Sharp. You rate No. 1 ?

iNIr. BiERSCHBACH. Ycs, sir.

^h\ Sharp. Based on these records?

Mr. BiERSCHBACH. Yes. Based on this record and this reasonable

charge and what sort of job we are doing about controlling charges.

Mr. Sharp. Mr. Chumbris raised the point that it could be a geo-

grai:)hical differentiation

jNIr. Chumbris. I just used that as an example.

INIr. Sharp. I just wanted to point out from this audit report the

overall summary, and I will quote : "The Occidental Life Insurance

Co. is the part B earlier for a service ai'ea composed of nine counties

in southern California containing 910,000 beneficiaries."

Now—please correct me if I am wrong—it says that

:

The carrier has demonstrated an ability to process claims on a timely basis witli

tlu' exceittion of claims originating in San Diego County.

I\Ir. BiERSCHBACH. Call I ask you what you are reading from ?

Mr. Sharp. I am reading from Contract Performance Eeview,
Occidental Life Insurance Co. of California, Los Angeles, Calif.,

July 20-24, 1970.
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Mr. BiERSCHBACH. All right, tliank you. I have it.

Mr. Sharp. I am sorry."l should have said it. I am reading from

page 3. At the top of the page is says, "Overall smnmary," and it seems

from reading this, at face value, the geographical area under con-

sideration here was southern California, was that correct, sir ?

Mr. BiERSCHBACH. Ycs, sir.

Mr. Sharp. Thank you. Now I would like to move onto another area.

If you like, we will submit for the record the entire Contract Per-

formance Keview Report as well as the information you supplied to the

subcommittee.
Mr. Frost. Mr. Chairman, could I point out that seven counties were

added on a very recent basis. In January 1, 1970, Occidental

Mr. Sharp. Seven counties?

]Mr. Frost. Seven counties were added bringing us to a total of nine.

That is quite a load on the company, beginning January 1, 1970

Mr. Sharp. Where were these counties ?

Mr. Frost. Southern California. Seven were added. We started with

two and ended up with nine. The report from which you are reading,

on page 3, it finally culminates after some suggestions and recom-

mendations—all of which are of a very minor nature—that this carrier,

after making these very minor corrections—not any major corrections,

just minor corrections—will achieve a very high level of performance

which keys back in to the No. 2 figure that we gave you.

Mr. Sharp. I am not quarreling with that. That is why I said we
would put the whole thing in the record. But, let us make this point

right here and now, whose opinion is that? Is that the opinion of the

Bureau of Health Insurance of HEW ?

Mr. BiERSCHBACH. I believc so.

Mr. Sharp. OK. And would you also supply for the record, the

ratings or the ranlcings—you know, you read us some rankings and

where you stand, and who these other carriers are ? Would you happen

to know the criteria used ?

Mr. BiERSCHBACH. The description o'" the criteria is complete. I

think we can just give you a complete repoit.

Mr. Sharp. Thank you. We would appreciate that, so that we would

have a complete record.

(Documents follow. Testimony resumes on p. 1073.)

Occidental Life of California,
Los Angeles, Calif., June 16, 1972.

The Honorable Philip A. Hart,
Chairman, Su'bcommittee on Antitrust and Monopoly, Committee on the Judi-

ciary, United States Senate, Washington, B.C.

Dear Mr. Chairman : During the course of my testimony before the Subcom-

mittee on Antitrust and Monopoly, I made reference to a Department of Health.

Education, and Welfare bulletin dated April 27. 1972, entitled "Part B Inter-

mediary Letter No. 72-10" and referred to a table in that bulletin which

we felt was of special significance in eyaluating Occidental's performance as

a Medicare administrator. The complete description contained in that bulletin

of this particular indicator of performance is as follows :

"Reasonhale Charge Data.—This indicator represents a nonstatistical meas-

urement of carrier reasonable charge methodology. We have selected a number
of key elements of carrier procedures which reflect the actual implementation

of SSA reasonable charge instructions. The rating scale weighs the carrier's past

customary and prevailing charge screens, together with the overall condition of

their screens and the timeliness of implementation. Separate point values were

assigned where charges are separated for individual localities and specialty
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cliai-ge screens. The adequacy of the methodology for dnrahle medical equip-

ment, i)rosthetic devices, and ambulance screens is also considered. In addition,

carriers' efforts in collecting 1970 data and refining this data with non-lMedicare

cliarge experience was also measured. These latter factors were deemed vital

in judging a carrier's systems capability in implementing the new reasonable

charge procedures.
"It should be noted that this indicator furnishes an evaluation of carrier

efforts to comply with SSA instructions up to June 30. 1971. Our analysis of

carrier screens after July 1, 1971, is not yet complete, since additional informa-

tion on this update is required."

Attached is the table to which the above description applies and to w^hich my
testimony referred.

Sincerely yours,
Raymond A. Bierschbach.

Table If—Twelve-Month Composite for Reasonable Charge Compliance
October WTO-September 1971

Rank and carrier

Rhode Island BS
Connecticut general—
GHI
Occidental
Texas BS
Prudential
Illinois BS
Maryland BS
South Carolina BS
Indiana BS
Metropolitan
Michigan BS
Continental Casualty.
Pennsylvania BS
California BS
Union Mutual
Puerto Rico BS
Pan American
Oklahoma DPW
Aetna
Equitable —_

General American
D.C. BS___
Iowa BS

Points

48
48
48
48
48
48
36
36
36
36
36
36
36
36
36
36
36
36
36
36
36
36
36
36

Rank and carrier Points

Colorado BS 36
New Hampshire-Vermont BS- 36
Kansas BS 24
Missouri-Kansas BS 24
Arkansas BS 24
Nationwide 24

Travelers 24

UMS 24'

Mutual of Omaha 24

Utah BS 24

Delaware BS 24
Massachusetts BS 24
Alabama BS 24

Minnesota BS 24

Milwaukee, Wisconsin BS

—

24
Montana BS 24

South Dakota BS 24

Buffalo BS 12

Florida BS 12

Madison, Wise. BS 12

North Dakota BS 12

Washington BS 12

Rochester BS

Note : Total possible points 60.

Contract Performance Review—Occidental Life Insurance Compant of

California. Los Angeles, Calif., July 20-24, 1970

ii. overall summary

The Occidental Life Insurance Company is the Part B carrier for a service

area composed of nine counties in Southern California containing 901,000

beneficiaries.

For the quarter ending March 1970, the carrier had a total of 441,004 claims

receipts with clearances of 441.370 and a monthly average pending of 73.623.

Occidental ranks far below the national averages in mean processing time and
cases pending over 30 days. For the quarter ending INIarch 1970. the mean
processing time was 17.7 days compared to the national average of 20.4 days. The
percentage pending over 30 days was 7.6 percent while the national average for

the same period was 23.4 percent.
The carrier has demonstrated an ability to process claims on a timely basis with

the exception of claims originating in San Diego County. Claims from this area

requiring medical review are referred to the San Diego County Medical Founda-
tion. This procedure has caused considerable delays in claims processihg times.

The carrier's operating costs are high as reflected by the unit cost per bill of

$4.30 compared to $3.14 for carriers nationally and by the ratio of administrative
expenses to benefit payments of 8.55 percent.
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The fo. rrier'.s averase profluctiou per man-year for the first months of FY lltTO

^Yas l'.277. snhstantiall.v lower than the national average of 8.392.

In the opinion of the review team, the critical prolilems of costs and prodnctivity
are due in part to the carrier's policy of having the regular claims examiners
review and correct all of the EDP rejects, clerical errors, and potential duplicate
payments. This procedure represents about 20 percent of the files handled daily.

Also, there is extensive activity in fulfilling requests for the claims history
file which is not always necessary to process the claim.
The carrier has several deficiencies in the reasonable charge areas, particularly

in the methodology u.sed for the retention and assimilation of data for injections,
durable medical equipment, and ambulance service.

The recommendations contained in tliis report, particularly tnose concerning
claims processing and reasonable charges, when implemented should, in the
team's opinion, enable the carrier to achieve a very high level of performance.

III. Claims Processing

A. FINDING

On January 1, 1970, the carrier assumed respon.sibility as Medicare carrier
for 7 counties in Southern California, an area previously serviced by the Cali-

foniia Blue Shield. At the time of the review, the carrier was receiving at lea.st

300 claims daily from Blue Shield. These claims originating in the seven county
area, were erroneously mailed to Blue Shield, thus causing considerable delay in

processing.

ilccommcndation

The carrier's professional relations staff should take steps to assure that
claims submitted from the newly acquired service area are sent direc-itly to

Occidental.
B. FINDING

The carrier's regular claims examiners are handling all of the claims process
rejects. These rejects are EDP exceptions, clerical errors, and potential duplicate

payments. The volimie of these rejects represents about 20 percent of the daily

workload reviewed by the examiners.

Rccoinmcndation

The carrier should consider establishing an exception unit to review the

rejects, thus freeing the regular examiners from spending time correcting

clerical errors. The salary range of the exception reviewers would probably be
lower than that of the regular examiners and this move should result in increased

productivity and lower unit costs in the claims process. Carrier management
can be kept apprised of examiner error frequency by reviewing the periodic

error statements of each examiner.

C. FINDING

The carrier has been experiencing considerable delays in processing certain

claims from the San Diego County area handled under an agreement entered

into by California Blue Shield with the San Diego Foundation for Medical Care.

Tlie agreement requires the carrier to submit certain claims to the Foundation
for a prepayment review of utilization and covered services. At the time of tlie

review, there were approximately 3,000 claims pending at the Foundation. A
sampling of the pending claims showed that about 2.j percent were over 30 days

old. and some as much as 90 days. A sample review of the claims returned from
San Diego .showed oo days as the average length of time each claim was out

of office.

Recom men du t ions

1. The carrier and the San Diego Foundation should inunediately review the

existing service arrangement to determine the ac-tions necessary to achieve

improved processing times by the Foundation.

2. If a reduction in processing time cannot be achieved, then the existing

service agreement should be re-evaluated. The carrier has demonstrated the

ability to proce.ss claims on a timely liasis, and should be aide to do so with

claims from San Diego County. Among other things, they should consider the

possibility of having the San Diego Foundation provide the carrier with its
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screening criteria and thus enable Occidental to perform the prepayment review.
The San Diego Foundation could still be involved in peer review, but on a post-
payment basis.

IV. QrALiTY Controls

A. FINDING

The carrier has establislied utilization guidelines for use liy the examiners
in deciding which cases sliould be referred for review \iy the medical consultants.
Records are kept of the total number of such referrals but no data are maintained
as to the various rea.sons for referral, the numlter of ultimate denials, or payment
reductions in these cases.

Recommendation
To properly evaluate the effectivenes.s of the utilization screening guides,

the carrier should periodically analyze the types of referrals being made. Records
should also l)e kept of the numljer of denials and payment reductions against
the number of referrals for medical review.

B. FINDING

It was observed by the review team that some claims were being unduly
delayed in the medical review area. Cases were found that had been referred 1
month previously but had not yet been reviewed.

Recommendation
The carrier should contrf)l the aging of cases in medical review and provide

for the physician advisors to put in additional hours reviewing claims where
signitic.int backlogs of aging cases exist.

C. FINDING

The carrier is not compiling statistics on duplicate claim payments. When
checks are returned to the carrier, the case is investigated to determine the type
or overpayment, if a duplicate payment is identified, the reason is not recorded.

Recotmnendation

The carrier should begin compiling data on all identified duplicate payments.
This would include the number, dollar amount, and reason. Analysis of this
information should prove very useful to management in evaluating the carrier's
duplicate payment prevention system and in determining whether any systems
changes are needed to improve its capability.

V. Reasonable Charge Methodology

A. FINDING

When additional information, received after a claim has been processed and
a check has been issued, indicates that the initial code was understated, a manual
determination is made in the difference between the amount that was reimltursed
and the charge that is now ascertained to be reasonable. The additional amount
is coded 8999 (misc-eilaneous) but the initial code and charge is not deleted from
the computer data bank.

This practice of not deleting the understated code and original charge from
the computerizeil data distorts the customary charge data and results in loss of
data in the applicable procedure.

Recommendation
The carrier should consider the feasibility of erasing the initial erroneous

entry and reapplying the actual charge to the proper procedure code for entry
in the computer. The check in the allowable amount could still be manually
dispensed.

B. FINDING

When an injection is not identified on the SSA-1490. the processor nianually
processes the claim item allowing $1 for the injection.

Recommendation
Since it is possible that the carrier may be reimbursing a non-covered item

(immunization, insulin, etc.) an attempt should be made to identify the injectable
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material prior to processing the item. This would also lead to educating the

physician to supply <;he necessary information at the time the claim is presented

for payment.
C. FINDING

A composite prevailing limits list has been established based upon the price

lists of the four largest suppliers of durable medical equipment. This list has

not been distributed to any of the claims processors. In many instances the

processors resort to memory in determining reasonableness of the charge. The
supervisor appears to be the sole source of the listed information.

Recommendation
Copies of this listing should be distributed to all claims processors.

D. FINDING

Since the carrier has acquired the responsibility for processing claims in the

seven additional counties, the concept of locality in the processing of claims

for ambulance services has taken on the heretofore unconsidered dimension of

distances. Ambulance rates within Los Angeles and Orange counties are regulated

by statute. Claims processors are arbitrarily applying these same limits to ambu-
lance services in the other seven counties. This could lead to denial of a claim

or portion of a claim whose payment in full would otherwise be justified.

Recommendation
It is suggested that the carrier familiarize the claims processors with the

concept of "locality" as discussed in section 6108.3C of the Part B Intermediary

Manual. Further, the carrier should establish rate guides and screens for use

in localities other than the two counties where rates are regulated.

yi. Workload Reporting Statistics

A. FINDING

The .Julian date of receipt entered in the payment record is incorrect. A com-

puter status inquiry is created for each claim received, and initiates an MEA
(Medical Expense Abstract) form for subsequent coding and computer control

of the claim. Simultaneously, a voucher number which includes the date of

computer entry is assigned to each claim. The latter date, which can be from

1 to 3 days after the date the claim was actually received, is used for all reports

prepared' by the carrier. Should the computer be in down status because of

EDP problems, the time lag is greater. A more serious time discrepancy than

the ones mentioned above results from clerical instructions which, under certain

conditions, will void the original inquiry, claim records, and MEA and initiate

a ncAV inquiry which updates the date of receipt to the current date. The new
date may be from several days to months later than the original receipt date.

Processing times are understated as a result of this.

Recommendation
Immediate steps should be taken to correct these errors. The carrier should

use the original date of receipt for all reports. This date should be the calendar

date of receipt, originally stamped on the RFP, converted to the corresponding

Julian date. Provisions should be made to maintain the original receipt date

regardless of internal procedures.
B. FINDING

A review of claims and the related payment records disclosed incorrect data

in various fields. Combining of unlike services and charges was noted on some

of the processed claims. Whenever this occurs one or more of the following inter-

related items may appear incorrectly on the payment record; largest single

reasonable charge', number of charges, type of service, date of service, and place

of sei-vice. A few cases examined showed inconsistencies in the enumber of

charges and place of service. Several cases were incorrectly coded as type of

service code "1" (medical care) for laboratory services and type of service code
''2" (surgery) for radiology services. Management stated that these were due

to coding errors rather than any systematic error in preparing payment records.

Recommendation
The reasons for these inconsistencies should be determined along with the

extent of the resulting erroneous data. Steps must be taken to correct all inac-
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curacies and insure acceptable EDP input for an accurate end product. Once
this is achieved, constant review is essential to maintain a high quality product.

Charges and services which are not exactly alike should not be combined. These
should be entered separately on the MEA form so that correct data are shown
on the payment records as specified in section 6532 of the Part B Intermediary
Manual.

C. FINDING

Anesthesia charges are broken down to show time units with a charge assigned

to each unit. This breakdown of time and charges appears incorrectly on pay-

ment records. The largest single reasonable charge would reflect the charge for

one time unit instead of the total charge for administering the anesthesia ; the

single anesthesia service would show the number of time units required.

Recommendation
Management must coordinate clerical and computer operations to arrive at

coding practices which will result in accurate computer input for the prepara-

tion of payment records.
D. FINDING

The carrier has implemented Revision No. 151 of the Part B Intermediary

Manual and is converting its physician and supplier identification numbers to

the respective social security or employer identification number, and assigning

the one-digit type of physician/supplier code which relates to the identification

number. The physician/supplier listing contained numerous inaccuracies in these

items. Physicians and suppliers were assigned more than one identification

number; the one-digit type of supplier/phyisician codes were inconsistent with
the identification of the providers of services.

Recomm,endation

Immediate action must be taken to review the identification numbers assigned

to physicians and suppliers to assure correct information in accordance with sec-

tion 6532, pages 160.4-169.7 of the Part B Intermediary Manual. Only one social

security number, assigned by the Social Security Administration, or one em-
ployee identification number issued to suppliers by the Internal Revenue Service

must be used. The type of physician/supplier code must relate to the type of

individual, group, or hospital performing the service. ( Section 6532, pages 160.10-

160.12 of the Part B Intermediary Manual)

E. FINDING

Specialty codes are incorrectly assigned and do not refiect the physician or

supplier's actual specialty. Specialty code 49 (miscellaneous physician) and
specialty code 25 (physical medicine and rehabilitation) appeared on the payment
record listing more frequently than would be expected. The carrier initially

applied physician and supplier specialty codes used by California Blue Cross.

Investigation was made by the carrier to assign correct specialty codes. However,
this was limited to referring to telephone directories.

Recommendation
A complete review of physician and supplier specialty codes must be made to

insure proper assignment of codes. Contact with physicians and suppliers may
be necessary to determine correct specialties. Specialty codes should be assigned in

accordance with sections 6520.1 and 6520.2 of the Part B Intermediary Manual.

F. FINDING

Counts for the Monthly Workload Report (Form SSA-1565) are derived from
computer listings, manual counts, or a combination of both. Personnel respon-

sible for the monthly report entries provided the team with conflicting informa-

tion as to which figures are used for reporting and how they are totaled for sub-

mittal to SSA. As a result, it is doubtful that the "Processed" data (lines f-i) on
the report are accurate.

Recommendation
The carrier should review the many reports now being prepared to determine

how the counts are arrived at by each unit, and the method used to prepare the

monthly report for SSA. Consideration should be given to consolidation of internal

reports so that more meaningful controls can be instituted to facilitate the prepa-
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ration of the monthly report and provide accurate workload counts. Necessary ac-

tion must be taken to revise present clerical procedures to adhere to sections

6540-G.")4-J of the Part B Intermediary Manual.

G. FINDING

The count of claims received during the month ( line d ) is a manual count which
is not accurate. Incomins claims are counted and grouped into packs of ,">0 for

convenience of the subsequent inquiry function. A recount of some of the packs
by members of the team revealed inaccuracies.

Rccommen da t ion

The carrier should investigate other means of obtaining receipt counts to insure

greater accuracy. Consideration should be given to the assignment of sequential

numbers by a hand stamp or mechanical device.

H. FINDING

The count for claims investigated (line q) is not accurate. The figure is com-
puter-generated from a count of MEA's (Medical Expense Abstract), which are

checked "investigated," rather than a count of actual claims investigated. Claim
folders contained many claims which were investigated but were not identified on

the MEA as requiring investigation and were, therefore, not included in the

computer count.

Recommendation
The carrier should develop and implement a means of obtaining counts for

investigated bills which would give ac-curate figures for workload reporting as

specified in section 6542, page 174.3 of the Part B Intermediary Manual.

I. FINDING

Pending figures for the workload report are arrived at incorrectly. The total

pending at the end of the month (line n) is obtained by adding receipts to

opening pending and subtracting processed. Pending claims which were received

during the month (line 1) are obtained by subtracting the computer count of

the prior month's pending claims from the total pending. The computer count

of claims pending over 30 days is inaccurate since it is based on the Julian

date of last computer entiy rather than the actual date of claim receipt. (See

Finding VI A.)

Recommendation
A review of both EDP and clerical functions must be made to assure correct

reporting (section 6542 of the Part B Intermediary Manual). Controls should

be established which will provide accurate counts of pending claims. The -'orig-

inal" date of receipt of a claim in the carrier's mailroom should be used in

c-ounting and reporting the number of claims i>ending over 30 days. It is recom-

mended that the carrier take a physical inventory of claims inhouse for the

October workload report.
J. FINDING

Clerical instructions provide for combining more than one assigned request

for payment from an individual physician as one claim. Therefore, the computer
count of payment records prepared (line o) is invalid and cannot be related

to the number of claims received and processed.

ReGomm,endation

To provide valid monthly workload figures, management must review clerical

instructions and provide procedures and instructions for acceptable computer
input.

K. FINDING

The carrier is understating the number of informal reviews received (line v),

and cleared (line w), found for the claimant (line wl), and pending (line x).

Correspondence expressing dissatisfaction with an initial determination is not

considered a request for an informal review unless the claimant actually uses

the works "informal review" in the correspondence. After replying to three or

four complaints from the claimant, the carrier will inform the individual that

he can request an informal review.
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Rccoiinncndation

Any letter from a provider or beneficiary expressing dissatisfaction with the

initial decision ou the claim constitutes an informal review and should be

reflected on the monthly report (section 64S0-6482.2 and 6542, page 3-174.4 of

the Part B Intermediary Manual).

L. FINDING

The carrier utilizes a night crew working from ."» p.m. to 10 p.m. to process

continuous sample claims. The day crew receives and releases batches to and

from SSA.
There api>ears to be a lack of communication between the two shifts which

has resulted in incorrect processing and submittal of sample claim.s-. The night

shift is operating with ob.solete procedures. The day shift is incorrectly resul>-

mitting claims returned by SSA for correction in batches containing as many
as 100 forms. The newly prepared transmittal which accompanies the batches

of deletion returns is not noted as a deletion batch.

Recommendation
The possibility of handling all phases of the continuous .sample oi>eration

by one shift should be considered. In the meantime, management should issue

and discuss all current revisions and instructions with personnel resijonsiljle

for handling continuous sample claims.

Claims corrected and resubmitted to SSA should be in batches of 25 or less

forms. The old transmittals which list the HIC numbers and reasons for returji

should be attached to the new transmittal. Section 6615.2B of the Part B Inter-

mediary Manual provides detailed instructions for resubmitting corrected dele-

tions to SSA.
M. FINDING

Nimieric codes and verbal de.scriptions used by the carrier for internal claims

processing obliterate original entries on RFPs and bills. This makes it extremely

difficult for SSA to process the claims.

Recommendation
Carrier codes and descriptions essential for inhouse processing should not

obliterate original entries on claims. Extraneous information should be lined

out prior to submittal to SSA. Rewriting the place of .service (office for "O"

;

in-hospital for "I. H" etc.) is not necessary. Section 6510-6513, revision 170 of

the Part B Intermediary Manual contains sample claim requirements which
should be followed.

N. FINDING

A check mark (V) correctly apears alongside the physician's charge if it is

fully allowed. However, if the physician's charge is reduced, the charge is lined

through and the allowed charge is entered, followed by a check mark ( v^ ) and
the carrier's internal two-digit disposition code.

Recommendation
In annotating reasonable charges, a cheek mark (V) is required if the physi-

cian charges and the allowed charges are the same. If the original charge is

reduced, only the allowed charge should be entered alongside the original

physician charge. Neither a check mark ( V ) nor other notations should follow

the reduced charge. (Section 6513E of the Part B Intermediary Manual)

O. FINDING

Illegible copies of 5-percent sample bills have lieen submitted to Baltimore
by the carriei".

Recommendation
Continuing emphasis should be placed in preparing and checking for legibility

of copies. The carrier should ascertain why the material sent to Baltimore is

not legible. If necessary, better photocopy equipment should be obtained.

]Mr. Sharp. Now, I mentioned that at this meeting; was one IVIr.

A. B. Plalverson and I understand he is execntive vice president of
tlie company ?

90-319— 7.5—pt- lA 34
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]Mr. BiERSCiiBACii. Senior executive vice president.

Mr. Shaep. I am sorry, senior executive vice president. Mr. Halver-

son, I understand, is also a very active member of the Health Insur-

ance Association of America, is that true?

]Mr. BiERSCiiBACH. I don't know tliat he has been active.

Mr. Sharp. They will be before us. We will ask them that question.

;Mr. Frost. Mv. Sharp, Mr. Halverson has had activities in the

Health Insurance Association of America, bat the reason we were

f^iving a negative response to you is the "very active"'. I don't know
that he has been particularly active. I am sure he has served on some

coimnittees, and is probably on a committee or two now, but certainly

nothing that would constitute "very active".

Mr. Sharp. In your statement, you mention that, "Commimity
health care planning must be improved to better distribute current

and future health resources."

I take it that your company, Occidental, has been supporting the

community health care planning agencies. The areawide, as they call

them, section e314-B agencies, across the country, particularly in Los

Angeles, is that true ?

INIr. Frost. Mr. Sharp, I am certainly no expert on these 314-B
organizations. As I understand it, those organizations have been hav-

ing some difficulties getting organized and getting their operations

smoothed out and working well.

I am informed that, at the present time, they are inactive, reforming

themselves to comply with Federal law so that they will be entitled

to Federal grants. 1 am informed that those grants will be on a

matching basis and that we would anticipate when they have com-

plied with the Federal laws—we have not made a firm decision, of

course, at this time—but we would anticipate being of assistance to

them.
In other words, they show great promise but it is promise and not

actual operations today.

Mr. Sharp. Mr. Frost, your company is a member of the Health

Insurance Council, is it not, which is an arm of the Health Insurance

Association of America ?

Mr. Frost. That is right.

Mr. Sharp. And that council was formed a few years ago in order

to assist the States, as well as the local areas, in setting up the area-

wnde, local comprehensive health plans, is that true ?

Mr. Frost. I actually have no personal knowledge of that, Mr.
Sharp.
Mr. Sharp. Do you, Mr. Bierschbach ?

Mr. Bierschbach. No, I do not.

Mr. Sharp. You have no personal knowledge of that? Are you
speaking here today for your company ?

Mr. Bierschbach. I can only speak—to answer your direct ques-

tion as to whether I have any knowledge, I can only say that I do not
know what the activities of our company are.

Mr. Sharp. What are the activities of your company with respect

to the Health Insurance Council? Would you have any knowledge
there?
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Mr. Frost. Our company has been active in the Health Insurance
Council. We did not come here today anticipating questions on the

Health Insurance Council and I am sorry, we are not prepared for

them.
We came prepared to try to answer the questions in your letter

and although I suppose this comes within that, we did not anticipate

it.

June 6, 1972.

To: Dean Sharp.
From : O. L. Frost, Jr.

Subject: 314(b) query.
Items that fall under 314 (b) include :

Southern California Hospital Planning Association—$5,250.

L. A. Health Planning Association—.$1,500.

Health Insurance Community Health Planning Fund—$3,262.50.

HIAA (our portion of assessments allocated to HiCHAP demonstration pro-

grams) : 1970—$237, 1971—$573.
O. L. Frost, Jr.,

Vice President and Assistant to the Chairman of the Board,
Occidental Life Insurance Company of California.

Mr. Sharp. Well, I would just like to, then, refresh your recollec-

tion. We did have some conversations, I believe, on this point and
perhaps, because you have been cooperative, we did ask for a lot of
information and this could have been overlooked.

But I would like to introduce, Mr. Chairman, for the record, a docu-
ment received from the HEW called "Comprehensive Health Plan,

Los Angeles County, 1971" as well as a list of the board of directors,

and listed under "consumer''—I should make it clear that before I

do that, the law, establishing comprehensive health plans under 314-A
and ol4-B of the public health law, provides that there must be a

majority of consumer representation on these planning agencies, and
a study of the files of the HEW indicate that 15 States—the health
insurance industry in these States, through the health insurance coun-
cils—have represenatives on the 314-A State plans not in the capacity

of providers.

As, for example, the Blue Cross representatives are listed in the

capacity of providers. A number of areawide 314-B plans have health

insurance company people listed as consumers and not as providers
and also, in some instances, these people are sitting and operating on
executive committees as the so-called swing vote between consumers
and providers.

I would like to introduce for the record, these documents received

from HEW, and particularly the Los Angeles document. I would call

your attention to the fact that Mr. A. B. Plalverson sits as a con-

sumer—senior executive vice president of Occidental Life Insurance
Co.—and perhaps you will furnish for the record a statement as to

why a health insurance company representative is serving as a con-

sumer and not in the category of provider.

Mr. BiERSCHBACH. We will be happy to supply that.

Mr. Sharp, We would appreciate that.

(Documents follow. Testimony resumes on p. 1080.)
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SOURCES OF FUNDS, ESTIMATE, 1972

Cash In-kind Nonmatching Cash matching

United Way rent

LACIMA _.

Voluntary health agencies

Fees-reviews (35 at $2,000)

State contract—facilities planning.

Insurance companies
Los Angeles County
Systems council

Meetings contributions

Individual contributions..

$12,000 ...
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Betty Drhs (Mrs. Ernest E. ) .—President. Los Angeles Council of National

Health Agencies : Active in community matters ; Member, Health Facilities and

Services Committee. ^
CInirlr.s ./. /Jr foi/.—Vice President. Coldwell. Banker and Company; Former

Trustee, Cood Samaritan Hospital: Layman, Episcopal Diocese of Los Angeles;

Community Leader: Member, City of Los Angeles Health Advisory Council;

Original President, Comprehensive Health Planning Association of Los Angeles

County.
Jiianita C. Dadlei/ (Mrs. C. H.).—Assistant AVestern Regional Director, Na-

ti(»nal Urban League: Past President. Charles Drew Women's Auxiliary, Na-

tional Medical Association: Secretary, Area IV Regional Medical Programs,

Heart, Cancer. Srroke: Executive P.oard, March of Dimes; Past Member. Los

Angeles Health Council : Funding P.oard Member, Central City Mental Health

Clinic : Member, APHA ; Member. I'ersonal Health Services and Executive Com-
mittee. Afro-American.

tiimon. Eisner.—President, Eisner and Associates; Planning Consultant to

Cities and Counties; Active in community organizations such as United Way.
Fernando Escarccfja.—Assistant Director, East Los Angeles Task Force (Re-

signed to return to college) ; Board Member, East Lf)st Angeles Health Task
Force; Co-Chairman, Health :\Ianpo\ver Committee; Member, Executive Com-
mittee.

Adcliiin Gregory (Mrs. Francis .L).—Mayor. Baldwin Park : Represents League
of California Cities; President, COMP-LA ; Active in East San Gabriel Valley

Community Service Corps (.Jobs for Youth) ; Board Member, United Way,
A.I.D. ; Residential Chainnau. United Way ; Associated In-Group Donors : Mem-
ber. B.P. Intercultural Association. Friends of the Library : I>eague of Women
Voters ; San Gabriel Area Health Services Council Exploration Group.
Patrick Grorer.—Commercial Artist. Standard Packaging; Executive Board,

California Association for the Retarded: Director, Executive Board, Lfts An-
geles County Association for the Retarded: Executive Board, The Regional Cen-
ter: :Member. Los Angeles Packaging Group: Co-Chairman, Mental Retardation
Conunittee: Memlier. Executive Committee.

A. B. Halrerson.—Executive Vice President. Occidental Life Insurance Com-
pany of California ; Director. California Hospital : r>irector. Lutheran Hospital
Society: Chairman. California Health Insurance Council: Treasurer. Southern
California Health Planning Council and COMP-LA.

Ellen ^7c/»( Harris.—Executive Secretary. Council for Planning and Conserva-
tion : Instriunental in passage of several bills by State legislature for community
betterment : Member, Environmental Health Ccnnmittee.
David D. Harford.—Vice President. Sears Roebuck Foundation; Executive

Board. Los Angeles Area Coiuicil of Boy Scouts, and Los Angeles Recreation
and Youtli Services Planning Council : Chairman. Advisoi-y Board of California
Museum Foundation : Past President. I^os Angeles County Committee on Affairs
fif the Aging: Member. California State College Advisory Committee. Central
City Devt'lopmenr Committee, Public Relations Council USC. and Public Rela-
tions Advisory Committee UCLA ; I'resident, Board of Directors of Welfare
I'lanning Council of Los Angeles Region: Member, Advisory Committee of Cali-
fornia Hospital, and Southern California Industry-Education Council ; Member,
Environmental Health Committee.

Freita Sliair Johnson (Mrs. William V.).—President. American Cancer Society
of Los Angeles: Chairman. Field Organizational Division National Board of
ACS: Member. National Negro Musician Organization. Screen Actors Guild;
Active in NAACP. Multipurpose Health. Watts Coordinating Council, LIVE.
community affairs ; Member, Mental Health, Executive and Nominating Com-
mittees Afro-American.
Joseph ^f. Kaplan.—Executive Vice President, Greater Los Angeles Chapter

National Safety Council ; Concerned with Alcoholism. Drug Abuse and related
health problems.

Ira Kaufman.—President, Boston Stores; President. Centinela Valley Com-
munity Hospital : Trustee. Reiss-Davis Child Study Center : Active in com-
munity organizations and a leader in the business Community.
Father Frank Kelley.—Priest. I^iiiscopal Church. Diocese of Los Angeles;

Rector, St. Athanasius' Parish ; Vicar. St. Francis' Episcopal Church : Chairman,
Board of Zoning Appeals for City of Los Angeles ; Member. Chamber of Com-
merce for Echo Park and Griffith Park ; Member, Coordinating Councils of
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Echo Park and Griffith Park ; Columnist, Hick's Deal Publication ; Commissioners'
Council of Los Angeles ; President, Monte Sano Hospital Foundation ; Advisory
Boards of South Central Mental Health District, Bast Valley Mental Health
District, Gateways Hospital of Los Angeles ; Chaplain for Monte Sano Hospital,

Glendale Memorial Hospital, Barlow Sanatorium, Casa Verdugo Convalescent
Hospital, Griffith Park Convalescent Hospital ; Episcopal Chaplain for Queen of

Angeles Hospital ; Kaiser Hospital ; Member, Health Facilities and Services

Committee.
Celes King, III.—Life Member, N.A.A.C.P. : Board Director, Los Angeles Rumor

Control and Information Center, Los Angeles City Human Relations Commission,
and KPFK-FM Radio; Director, Los Angeles Brotherhood Crusader; Commis-
sioner, Los Angeles School Black Education Commission. Afro-American.
Raymond E. Lee.—President, Roosevelt and Lee, Ltd., Advertising; Member,

Boys' Club Foundation, Don Casco Technical Institute, United Jewish Wel-
fare, University of Southern California, Western Harness Charity Foundation,
Y.M.C.A., Claremont Men's College, Northrop Institute of Technology Department
of Mental Hygiene; Vice President Board, Cedar-Sinai Medical Center and Gate-

ways Hospital ; Board Member and Past President, Menninger Foundation

;

Board of Trustees, Eisenhower Medical Center; Member Mental Health Com-
mittee.
Hon. Charles Litwin.—Judge, Municipal Court of Long Beach Judicial District

;

President, Long Beach Jewish Community Federation ; Past President, Long
Beach Jewish Family Service ; Member, Mental Health Committee.
RahM Edgar F. Magnin.—Rabbi, Wilshire Boulevard Temple ; Lecturer,

Author. Civic Leader; Past Grand President, Independent Order of B'nai B'rith

District No. 4; Member, Rotary Club of Los Angeles, and Mayor's Advisory
Committee on Human Relations ; Board of Directors. All-Year Club of Southern
California ; Board of Trustees, California College of Medicine ; Board of Direc-

tors, Los Angeles Chapter National Red Cross : Board of Directors, Cancer
Prevention Society, and Cedars-Sinai Medical Center.

Christy Marks (Mrs. Roberts).—Pediatric Volunteer Cedar Sinai Hospital:

Active in community afairs ; Attendance at Subcommittee on Alcoholism meet-
ings ; Member, Environmental Health Committee.

Alvin P. Massei.—President, Los Angeles County Federation of Labor AFL/
CIO : Vice President, United Way ; President, Southern Area Boys' Club, Eco-
nomic-Youth Opportunity Agency ; President of the Board, Los Angeles County
Ciitzens Economy and Efficiency Commission ; Board, Los Angeles Council Boy
Scouts of America ; Ex-Board, National Multiple Sclerosis Society ; Public Health
Foundation Committee; California Committee for Mental Health; United Cer-

ebral Palsy Association of Los Angeles; California Association for Health and
Welfare ; Mental Health Development Commission ; Member, Mental Health
Committee.

Francis X. McNamara, Jr.—General Manager, United Way, Inc ; Member,
Mental Health Committee.

'

Versia Metcalf (Mrs. Freddie).—Representative. Conservation and Consumers
United Auto Workers ; Active in community affairs ; Member, Environmental
Health Committee.
Leanore Minghini (Mrs. Floyd).—Community Advisor, Valley College in Van

Nuys ; Chairman, Drug Abuse Committee of San Fernando Valley Health Plan-

ning Group ; Chairman, Van Nuys Free Clinic ; Commissioner, Los Angeles
County Delinquency and Crime Commission ; Active in Youth Clinics, Free
Clinics and Drug Abuse Clinics; Membei', Health Facilities and Services

Committee.
Muriel Morse (Mrs. Barnard).—General Manager. City of Los Angeles Per-

sonnel Department ; Immediate Past President, Soroptimist Federation of the

Americas ; Active in affairs of the community, and administers occupational

health plan for City of Los Angeles.
Thomas P. Pike.—Vice Chairman of the Board, Fluor Corporation; Member,

United Way. Alcoholism Council of Greater Los Angeles : President, Recovery
House for Women, Republican Party, Loyola University Independent Colleges

of Southern California, and KCET Channel 28 Community TV; Member, Per-

sonal Health Committee, Alcoholism Subcommittee, and Fund Raising Committee.
John Pixley.—Executive Director, Welfare Planning Council ; Active in Health

and Welfare Planning, Citizen Involvement, Pluralistic Planning, Application of

Systems Approach to Community Planning; Member, Mental Health Commit-
tee and Executive Committee.
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Mary Roberts Ripley (Mrs. Alexander B. ) .—Volunteer. Los Angeles Region

Welfare Planning Council Mental Health Development Commission ;
Past Presi-

dent Association of Volunteer Bureaus of America ; Commissioner, State Social

Welfare Board of State of California; Vice President, Child Welfare League

of America and Welfare Planning Council of Los Angeles Region; Chairman,

Advisory Committee for Plays for Living of Southern California :
Member.

Mental Health Development Commission ; Board. President Nixon's National

Center for Voluntarv Action : Volunteer Board, Los Angeles County Heart As-

sociation. Resthaveii Psychiatric Hospital, United Way, Children's Home So-

ciety of California, Alcoholism Council of Greater Los Angeles, National As-

sembly for Social Policy and Development, and Institute of International Educa-

tion ; Award Recipient, Los Angeles Times Woman of the Year, United Way
Gold Key, Los Angeles County Heart Association Distinguished Achievement,

California Heart Association Meritorious Service Award, American Heart As-

sociation Award of Merit; Member, Mental Health Committee and Nominating

Committee.
Jannie /?oss.—Volunteer Worker: Board of Directors, Southern Central Multi-

purpose Health Services Center in Watts District ; Active in P.T.A., church work,

lodges and special clubs : Member. Mental Retardation Committee. Afro-American.

Shirley Ross.— {Mrs. John A., Jr. ) .—Adoption Worker with Natural Parents,

Los Angeles County Department of Adoptions ; Child Welfare Worker ; Compton
Union High School District, Adult School Instructor, Parent Education; Pro-

gram Chairman, Southeast Area Welfare Planning Council : Co-Chairman, South-

east Area Agency Executive Advisory Committee ; Instrumental in continuing

education being offered to pregnant teenagers in Compton Union High School

District ; Member, Health Manpower Committee, Afro-American.
Patricia Rostker (Mrs. Skipper).—Representative, League of Women Voters;

Member, Community Planning Council of Pasadena Area ; :Member, Pasadena
Commission on Human Needs and Opportunity ; Member, Advisory Board. Neuro-
psychiatric Institute UCLA ; Co-Chairmau, Mental Health Committee ; Member,
Executive Committee.

Vera Saucedo (Mrs. Joseph).—Consultant/Advisor. :Mexican-Ainerican Com-
munity on Health Issues for East Los Angeles Health Task Force ; Board of

Directors, Los Angeles Tuberculosis and Respiratory Disease Association ; East
Los Angeles Child and Youth Clinic ; Advisory Committee, Compensatory Educa-
tion. Title I, Los Angeles Board of Education ; Health Chairman. Atlantic Coun-
cil Parent-Teachers Association : Member Liaison Committee, Los Angeles Coun-
ty Mental Health Board ; Advisory Committee/Board Member, Los Angeles
County Skill Center in Moneterey Park ; Member, Los Angeles County University
of South California Medical Center (Chicano) ; Founder, East Los Angeles
Health Task Force ; Member, Executive, Personal Health Services, Mental Health
Committees ; Mexican-American.
Bert Schierson.—Certified Public Accountant; Partner, Westheimer, Fine and

Berger; Board of Directors, California Society of CPA's, Former Troop Chair-
man, Boy Scouts of America; Member, Personal Health Services Committee;
Chairman, Subcommittee for Emergency Care.
Arnold J. Stone, Esq.—^Attorney ; Partner, Wainer and Stone ; President,

Board of Directors of Los Angeles Psychiatric Service ; Legal Counsel, Associa-
tion of California Branch of American Psychiatric Association, Southern Cali-

fornia Psychiatric Society, Southern California Psychoanalytic Institute ; Ac-
tive in Mental Health Legislation ; Member, Mental Health Committee.
Gertrude Sfowe.—Representative, Los Angeles County Federation of Labor,

Community Services Department of United Way, AFL-CIO ; Member, Home-
making Council ; Member, Personal Health and Services Committee.

Lucille Stout (Mrs. Joseph).—Former Teacher: Member Los Angeles County
Humane Relation Commission, Pasadena Salvation Army-Women's Auxiliary

;

T'ormer Chairman and Member, Los Angeles County Hospital Advisory Com-
mission, Los Angeles County Youth Commission ; Co-ordinator, Narcotics and
State (C.M.A.) Symposiums; Women's Auxiliary to Los Angeles County Medi-
cal Association; Former President, Associates of Pasadena Foundation Medi-
cal Research Foundation on Cancer ; Chairman. San Gal>riel Valley March of
Dimes and Heart Fund Drives ; Co-Chairman, Health Facilities and Services
Committee ; Member, Executive Committee.
Dolores Tomlin (Mrs. Wilford).—Consultant, U.S. Department of Health,

Education and Welfare Social Rehabilitation SerAice ; Executive Board. Federa
tion Coordinating Councils ; Chairman, Mental Health Committee of Los Angeles
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County: Active iu Health Planning (Long Range), Manpower Develoi)ment

;

Afro-American.
Elinor Walters (Mrs. J. S.).—Former School Teacher; Active in PTA, Los

Angeles Tentli District C.C.P.T., ^Member. Executive Board, Los Angeles Tenth
District; ('hairman, Los Angeles Tenth District Community and Environmental
IJealtli : Member. Envinmmental Health Committee.
Kenneth S. Wbuj, Jr.—Architect; Active in Kiwanis, Boy Scouts, Community

^'oIuuteer Organizations ; Advisor, Cerritos Junior College ; Member, Health
I'acilities and Services and Executive Committee.

Occidental Life of California,
June 20, 1972.

From : Executive Department.
To : Mr. Raymond A. Bierschbacli, Executive Vice President and Actuary.
Subject : Hart Committee.

In March, 11)71, the President of tlie Comprehensive Health Planning As-
sociation asked me to serve on the Planning Committee. He interrogated me
on the activities of my work.
As you know, at ttiat time I was in cliarge of all operations of tlie Company

and not exclusively woi-king on group insurance, as was the condition in years
gone by, having some 2,200 people under my sui>ervision involving all activities

in tlie Company.
Since more than 50%, as it so happens, probably 85-95% of my time was

si>ent in general administration and not in the health insurance field.

I was assured by the members of the Planning Council tliat they could list

me as a consumer. I reiterated tliat if there was any doubt to put me down as a
provider. I held tile position of Treasurer from April 15, 1971 to November 30,

1971, at which time I resigned.
At no time did I vote on an issue where there could be a conflict of interest,

and with the assurance on the part of the President, otlier Directors and Legal
Counsel, there was no concern on my part in serving on the Comprehensive Health
I'lanning Council.

I think the gentleman who made inquiry to you before the Committee did not
understand the nature of my work or of my interest in making planning work.

I believe the above should answer the inquiry at the time of your interrogation

before that Committee.
A. B. Halveesox.

Senior Executive Vice President.

Mr. Sharp. I would like to move on to a few other points.

We notice, Mr. Bierschbach, that Occidental has a conversion policy.

That is, if I own a group health policy and I have to leave the com-
pany for any reason, I have a right or a privilege to convert that

policy into an individual policy, is that correct ''i

Mr. Bierschbach. That is correct.

Mv. Sharp. If an employee is insured under one of your major
medical plans, sponsored by an em]>loyer, and loses his job and is im-

able to find employment with another employer who offers a similar

health insurance plan, he may wish to take advantage of, like I say,

this conversion "privilege.'' May he retain the same policy ?

Mr. Bierschbach. He Avill get a conversion policy.

Mr. Sharp. Your answer is, "No, he may not retain the same policy ?''

Mr. Bierschbach. The policy would not be
Mr. Sharp. "Would it be a policy offering lesser benefits than the

group policy?

Mr. Bierschbach. That would depend on what the group policy

offered.

Mr. Sharp. Let us assume, then, that it is a group policy offering a

full range of inpatient and outpatient hospital care, such as one of

your major group plans that you have supplied to us. Suppose that

the person were covered on the basis of major medical policy conver-

sion; would the conversion policy also provide dental care?
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Mr. BiERsciiBACH. I do not believe tliat the conversion policy pro-

vides dental care.

Mr. Sharp. What abont convalescent facility benefits?

Mr. BiERSCHBACiT. I am not sure on that.

Mr. Sharp. Perhaps you could supply that for the record. How about

outpatient benefits ?

Mr. BiERSCHBACH. I am not sure of the details of the conversion

policy. I believe there is a choice of several.

Mr. Sharp. You have submitted to the subcommittee data concern-

ino; this point and apparently, from the material that you have sub-

mitted, your conversion policies do not cover out patients, do not cover

extended care facilities, and do not cover dental care.

Perhaps you will outline to us a list of the things that this "priv-

ilege*- does grant to the consumer Avhen he converts to an individual

policy ?

Mr. Bierschbach. I will be happy to send you the details on the

coversion policies. I believe the request for that information came
last week while I was out of town and I did not get a chance to review

it.

(Documents follow. Testimony resumes on p. 1104.)

Information Regarding Yoxtr Group Medical Expense Convebsion Pbiviliege

1. Read the next two pages describing tlie benefits available to you.

2. Read the last page to determine the plan for which you are eligible and the

premium for that plan.

3. Complete and mail the lower portion of the addressed postcard, the upper
portion of which has been completed by the Group Policyholder.

General Information

If the group policy under which you are insured continues in force when your
group insurance terminates, you may purchase a special individual medical

expense iwlicy without a medical examination. This also applies to your depend-
ent children whose insurance under the group policy ceases because of age. To
take advantage of this conversion privilege, you must apply A^-lthin 31 days from
the termination date of your group insurance. You must also pay the required
premium within the same 31 days or as otherwise specified by the Company.
Your dependents may be covered if they were previously covered under your

group policy. But if any dependent is to be converted xuider your plan, all depend-
ents (except children age 19 and over) must be included. If your dependent sp<iuse

is eligible for Medicare, coverage under the converted policy is not available to

your spouse. If you are now eligible for Medicare, but your dependent spouse is

not, you may apply for a converted policy for your spouse and eligible children, if

any: Medicare means the hospital and medical benefits provided under U.S.

Public Law 89-97, "Health Insurance for the Aged Act" including any future
amendments.
The effective date of the policy is the day following termination of your groTip

insurance. The policy is initially effective for the period for which the first pre-

mium is paid.

Renewability : The policy is guaranteed renewable to the eligible age for Medi-
care : however, the Company reserves the right to change the rates applicable to

premiums becoming due under the policy but only on a class basis.

Since the policy is an individual policy, you will find that THE BENEFITS IT
CONTAINS WILL PROBABLY DIFFER FROM THOSE OF YOUR PREVIOUS
GROUP COVERAGE.

EXPENSES NOT COVERED

In order to keep your premiums lower, the following are not covered

:

Any injurj' or sickness covered by any Workmens' Compensation or Occu-
pational Disease Law.
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War or any act of war or while in military service of any country at war.

Treatment or confinement in any facility contracted for or operated by the

Government of the United States for the treatment of members or ex-

members of the armed forces.

Pregnancy, childbirth, miscarriage or abortion.

If during a single surgical session two or more operations are performed

either in the same operative field or through the same incision, only the

largest amoimt applicable to any of the operations shall be the surgery limit

allowable.
Flight in a non-civilian aircraft or flight except as a fare-paying passenger

on a civilian aircraft.

Cosmetic and Dental Surgery, except as required to correct a condition

resulting from injury occurring while insured.

this is a general description of the benefits available. consult the policy

for exact details of its terms and conditions

Description of Benefits

Covered expenses are those described in Parts 1-5 and which are incurred upon

recommendation of a doctor as necessary to the treatment of injury or sickness.

The maximum amount payable for each benefit is based on the plan for which
you areeligilile.*

Part 1. Daily Hospital Expenses—are the daily charges by a hospital for

room, boar 1, and general nursing care. The maximums per day and per disability

are shown in the Table of Benefits.

Part 2. Miscellaneous Hospital Expenses—are the charges by a hospital for

services other than room, board, and general nursing care. These include use

')f the operating room, anesthetics, x-ray examinations, administration of

•mesthetics, laboratory tests, surgical dressings and medicines. The maximum
benefit is shown in the Table of Benefits.

Part H. Surgical Expense—is the charge by a doctor for a surgical operation

and any post-operative visits. The maximum benefit for (1) surgical procedures

is shown in the Schedule of Maximums for Surgical Operations in your conversion

policy, and (2) all surgery during any one disability is between $450 and $675

depending on the plan.

Part 4. Doctor's In-Hospital Visits Expenses—is the charge made by the

attending doctor for in-hospital visits other than post-operative visits. ( See Part

3). The maximum per day and per disability are shown in the Table of Benefits.

Part 5. Ambulance Expense—is the charge for professional ambulance trans-

portation to or from the hospital. The maximum for each period of hospital con-

finement is the same as the Daily Hospital Benefit.

TABLE OF BENEFITS

Plan I Plan II Plan III Plan IV

DAILY HOSPITAL EXPENSE BENEFIT

Maximum per day of confinement --

Maximum per disability _

IVIISCELLANEOUS HOSPITAL EXPENSE BENEFIT

Maximum per disability if total period of hospital confinement is:

1 day - -

2 days. __. -

3 days -

4days _

5 days -

6 days _ _ - -

7 days ___

8 days _-_

9 days __ -

10 days _

11 days or more -- - -

DOCTOR'S IN-HOSPITAL VISITS EXPENSE BENEFIT

Benefit for each day professional visit is made
Maximum per disability..

$14
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HOW TO SELECT THE CONVERSION PLAN YOU ARE
ELIGIBLE FOR AND CALCULATE THE PREMIUM

CONVEKSION PLANS

There are four plans shown. However, you are eligible for only one. Select

your plan from the table below.

Your conversion plan is:

Daily hospital

expense
Plan number benefit

If the amount of daily hospital expense benefit under your group plan was:
Lessthan$20 _ I $14

$20 to $25.99 11 20

$26 to $31.99 III 26

$32 and over IV 32

Full cost viiard or semiprivate IV 32

All major medical plans IV 32

Note: The converted policy does not contain major medical benefits.
j

Premiums for Converted Policies (the Company reserves the right to change
rates) Premiums may be paid quarterly, semi-annually or annually. Quarterly
premiums are the sum of the applicable premiums shown below plus $.50. Semi-
annual premiums are twice the applicable premiums shown below plus $.50.

Annual premiums are four times those shown below. Renewal premiums do not
increase by reason of increase in age.

Plan

III

Male (employee or husband):

'

Ageto39 $24.00 $30.00 $34.00 $37.50
40to49 3 .00 42.00 47.50 55.50
50 to 59 3a. dO 49.50 57.00 67.00
60to64 43.50 53.50 63.00 73.00

Female (employee or wife):

'

Ageto39 37.50 45.50 53.50 61.00
40to49 39.50 47.50 55.50 63.00
50to59 42.00 49.50 57.00 67.00
60to64 43.50 53.50 63.00 73.00

Children (lor more) 232.00 237.50 243.50 2 49.50

1 The age last birthday is to be used.
2 Add $7.00 if parents' group insurance not converted.

Examples :

1. A man age 35 wishes to insure himself, his wife age 30, and his children.

The room and board daily benefit under his group plan is $18.00.
The quarterly premium for Plan I (see above) would be $24.00 plus $37.50
plus $32.00 plus $.50, or $94.00. The semi-annual premium would be $48.00
plus $75.00 plus $64.00 r-l'is $-50, or $187.50. The annual premium would be
$96.00 plus $150.00 plus $128.00, or $374.00.

2. A woman age 51 wishes to insure herself and her children. The room and
board daily benefit under her group plan is $31.00.

The quarterly premium for Plan III (see above) would be $57.00 plus
$43.50 plus $.50, or $101.00. The semi-annual premium would be $114.00
plus $87.00 plus $.50, or $201.50. The annual premium would be $228.00
plus $174.00, or $402.00.
Man and wife, 50, and kids equal $734.
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Converter Policy Form
APPENDIX B

(( Occidental life =^
Insurance Company of California

HOME OFFICE: Los Angeles

Occidental Life Insurance Company of California will pay the amount of covered expenses for each injury or each sickness of
a covered member, subject to the provisions, definitions, exceptions and reductions in this policy.

No benefits shall be payable under this policy for any expenses payable by the Medicare program or by any state or other gov-
ernmental plan or law providing a hospital and medical expense program other than a program for governmental employees
or their dependents. Expenses covered by a Workmen's Compensation or Occupational Disease Law are not covered by this

policy. Treatment in any facility contracted or operated by the United States Government for members or former members of
the armed forces is not covered by this policy.

This policy is issued under the conversion provision of Group Policy No No payment shall be made
under this policy for any medical, surgical, ambulance or hospital expenses for which the Company is required to make pay-
ment under the terminated group coverage.

This policy is issued in consideration of the application, a copy of which is attached to and made a part of this policy, and the
payment of the initial premium.

POLICY DATA
The Insured

:

Policy No.

Date of Issue: Initial Premium: t Initial Term: Months.

Covered Expenses and Maximum Amounts Payable

Daily Hospital Expense Maximum per day: $_
Maximum number of days for each

injury or sickness: _^_^_^
Miscellaneous Hospital Expenses ^St^''^V''mum as determined by Table for Maximum Mis-

ifaneous Hospital Expense on page 3.

Surgical Expense <^''\'? XsS)^
Maximum for each operation: The amount shown in

Surgical Factor $ . (S^ vs* '''^ Schedule of Surgical Operations for the operation

performed multiplied by the Surgical Factor.

Maximum for each injury or sickness: 150 times the

Surgical Factor.

Doctor's In-Hospital Visits Expense Maximum per day: i_
Maximum for all visits for each injury or sickness:

$

Ambulance Expense Maximum for eac4i hospital

confinement: $

v_

GUARANTEED RENEWABLE TO AGE 65 BUT NOT BEYOND ELIGIBILITY FOR MEDICARE
PREMIUM RATE SUBJECT TO CHANGE

The Insured has the right to continue this policy in force by payment of the required premium as it becomes due or within
the grace period. Tlic premium shall be due on the first day of the term immediately following the expiring term for which
a premium has been paid. Each term shall begin and end at 12:01 A.M. Standard Time at the residence of the Insured. If any
premium remains unpaid after the grace period, this policy shall terminate.

On each policy anniversary, the Company has the right to change the premium for this policy. However, a change in premium
shall not be made unless the changed premium rates apply to all policies of the same rating class, policy duration and policy

form as this policy. Premiums shall be based on the original insuring age for this policy with respect to each covered member.

The premium for any term during which a covered member attains age 65 or becomes eligible for Medicare benefits shall

include only the prQj-ata portion of the premium for such covered member for the number of days from the premium due
date to the date suchCovered member attains age 65 or becomes eligible for Medicare benefits.

Upon termination of coverage of any covered member, the premium for this policy shall be reduced by the portion of the pre-
mium payable for such covered member.

While this policy is in force, the Company shall not have the right to increase the rating class of this policy because of a change
in health or occupation of a covered member and shall not have the right to add any restrictive rider to this policy.

HOSPITAL AND MEDICAL EXPENSE POLICY
Guaranteed Renewable to Age 65 but Not Beyond Eligibility for Medicare

Premium Rate Subject to Change

5-970 58- 1 66 POLICY GC-22 Page 1

A Afember of
Tratisamenca Corporation'

J)
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DEFINITIONS

As used in this policy;

"Injury" means an accidental injury for which covered expenses

are incurred after the date of issue and while this policy is in

force. "Each injury" means all injuries to a covered member

as a result of one accident, including all related conditions. If

no covered expenses are incurred for an injury for any period

of 6 consecutive inonths, any additional covered expenses in-

curred for that injury shall be considered as incurred for a

new injury for the purpose of determining the limits of cov-

erage, but only if such additional covered expenses commence
while this policy is in force; otherwise, no benefits shall be

payable under this policy for such additional covered expenses.

"Sickness" means a sickness for which covered expenses are in-

curred after the date of issue and while this policy is in force.

"Each sickness" means a sickness and all recurrences from the

same cause. If no covered expenses are incurred for a sickness

for any period of 6 consecutive months, any additional cov-

ered e.xpenses incurred for that sickness shall be considered as

incurred for a new sickness for the purpose of determining the

limits of coverage, but only if such additional covered expenses

commence while this policy is in force; otherwise, no benefits

shall be payable under this policy for such additional coveted

expenses.

"Doctor" means a person who is' licensed to practice medicine

and surgery as a Doctor of Medicine or as a Doctor of Oste-

opathy. To the extent that this polic)' covers their legally auth-

orized ser\iccs. Doctor shall include a person licensed to prac-

tice as a Dentist, Podiatrist or Optometrist. Doctor shall not

include any person who is related by blood or marriage to any

covered member.

"Hospital" means only an institution which lawfully provides

medical and surgical care for injury and sickness, with at least

one doctor in attendance at all times and with continuous 24

hour nursing service, and which is not operated primarily for

the care of alcoholics or narcotic addicts, or primarily as a rest

home or a home for the aged.

"Medicare" means Public Law S9-9T, Health Insurance for. the

Aged Act, as amended.

INSURED AND COVERED MEMBERS

If the Insured named in the policy dies while this policy is in

force, the spouse of the Insured, if then a covered member, shall

become the Insured for this policy. If the spouse of the Insured

named in the policy data has died before such Insured or is not

a covered member at the death of such Insured, this policy shall

terminate at the end of the term during which the death of such

Insured occurs.

The covered members under this policy are the Insured and the

members of the Insured's family who are named for dependent

coverage in the application for this policy. The persons eligible

to be covered members are (1) the Insured, (2) the spouse of

the Insured, and (3) the dependent unmarried children of the

Insured or of his spouse, who are over age 14 days and under age

19 years. Any person eligible to be a covered member may be-

come a covered member upon written application by the Insured,

evidence of insurability of such person satisfactory to the Com-
pany, and payment of the required premium based upon the then

attained age nearest birthday of such person. A dependent un-

married child after becoming a covered member shal( continue

as a covered member to age 22 years, subject to the termination

of covered member status.

TERMINATION OF COVERED MEMBER STATUS

Insured—The Insured shall automatically cease to be a covered

member under this policy on his 65th birthday or upon becom-

ing eligible for benefits under Medicare.

Spouse of the Insured—The spouse of the Insured shall auto-

matically cease to be a covered member under this policy (1)

on the 65th birthday of the spouse or upon becoming eligible for

benefits under Medicare; or (2) the end of the term during

which the spouse is divorced or legally separated from the

Insured.

Dependent Child—A dependent child shall automatically cease

to be a covered member under this policy at the end of the term

during which (1) such child attained age 22 years; or (2) such

child marries; or (3) the Insured ceases to be legally responsible

for the care and support of such child.

If the Company accepts the premium for a covered member after

such covered member attains age 65 or becomes eligible for

Medicare benefits, the coverage provided by this policy for such

covered member shall continue in force until the end of the term

for which the premium has been accepted.

If the Company accepts the premium for the spouse of the In^

sured after receiving notice of the divorce or legal separation of

the spouse from the Insured, the coverage provided by this policy

for the spouse of the Insured shall continue in force until the

end of the term for which the premium has been accepted. If

the Company accepts the premium for a child after such child

has attained age 22, or after receiving notice that such child has

married or is no longer a legal dependent of the Insured, the

coverage provided by this policy for such child shall continue In

force until the end of the term for which premiums have been

accepted.

"5-970 58-K6
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COVERED EXPENSES

The covered expenses of a covered member shall be the expenses which are described in Parts 1, 2, 3, 4 and 5, and which are incurred

upon recommendation of a doctor as necessary to the treatment of injury or sickness of that covered member. The covered expense for

each injury or sickness shall be the expense actually incurred but not more than the maximum provided in this policy for such expense.

Part 1. DAILY HOSPITAL EXPENSE .

The daily hospital expense is the charge by a hospital for room,

board and general nursing care. The maximum amount of daily

hospital expense payable for each day shall be as shown in the

policy data. Thie maximum number of days the daily hospital ex-

pense shall be payable for each injury or sickness shall be as

shown in the policy data.

Part 2. MISCELLANEOUS HOSPITAL EXPENSES.

The miscellaneous hospital expenses are the charges by a hospital

during confinement of the covered member for ser\-ices other

than room, board and general nursing care. Miscellaneous hos-

pital expenses shall include the charges for;

( 1 ) Use of the operating room

(2) Anesthetics

(3) Administration of anesthetics

(4) X-ray examinations

(5) Laboratory tests

(6) Surgical dressings

(7) Medicines

The maximum amount payable for miscellaneous hospital ex-

penses shall he the amount determined by the following table for

the total number of days the covered member is confined in the

hospital for the injury or lickness.

Table for Maximum Miscellaneous Hospital Expenses

Amount for each $1.00

Days Confined of the Maximum per Daf
in Hospital of Daily Hospital Expense

1 $ 5.00

2 ; 6.00

3 7.00

4 8.00

5 9.00

6 10.00

7 11.00

8 12.00

9 13.00

10 14.00

11 or more 15.00

Part 3. SURGICAL EXPENSE.

The surgical expense is the charge by > doctor for a surgical op-

eration and any post operative visits. The maximum for the sur-

gical expense with respect to each injury or each sickness and foe

each surgical operation shall be as shown in the policy data.

Part 4. DOCTOR'S IN-HOSPITAL VISITS EXPENSE.

The doctor's in-hospital visits expense is the charge by the it-

tending doctor for professional in-hofPital visits other than post

operative visits. Post c«>er«tive visits Of the doctor performing

the surgery, or by his designate are r>ot covered expenses under

this part (See Part 3). The maximum per day for doctor's in-

hospital visits and the maximum for al! luch visits for each injury

or sickness shall be as shown in the policy data.

Part 5. AMBULANCE EXPENSE.

The ambulance expense is the charge for professional ambulance

transportation of the covered member to or from the hospital.

The maximum for the ambulance expense for each period of

hospital confinement shall be as shown in the policy data.

This policy does net cover any expenses caused or contributed

toby:

1. Any intentionally self-inflicted injury, or any attempt at

suicide, sane or insane.

2. Any injury which ocairs because of travel or flight in an

aircraft:

a. 'While the covered member is a pilot or member of the

crew; or

b. 'While such aircraft is being operated

(1) For training, practice, experimental or test pur-

poses; or

(2) For any utility purpose other than trasnportation;

EXCEPTIONS AND REDUCTIONS

3. Cosmetic or dental surgery, except as required to correct Z

condition resulting from injury.

4. 'War, declared or undeclared, or any act of war.

5. Any injury or sickness covered by any Workmen's Com-
pensation or Occupational Disease Law.

6. Treatment or confinement in any facility contracted oc

operated by the United States Government for the treat-

ment of members or former members of the armed forces.

7. Pregnancy, childbirth, miscarriage or abortion.

8. Any injury or sickness suffered while in the military or

jiaval service of any country at war, declared or undeclared.

The pro rata unearned premium, if any, for any period

during which any covered member is in such military oc

naval senice will be returned upon notice of such service.
(3) Under the direction of any military or nava! au-

thority.

No benefits shall be payable under this policy for any expenses payable by the Medicare program or by any state or other governmental

plan or law providing a hospital and medical expense program, other than a program for governmental employees or their dependents.

The portion of this exception relating to benefits payable by Medicare shall not apply during any period for which the Company accepts

the premium after the covered member becomes eligible for Medicare benefits.

No payment shall be made under this policy for any medical, surgical, ambulance or hospital expenses for which the Company is

required to make payment under the terminated group coverage.

5-970 58166 Page 5
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SCHEDULE OF SURGICAL OPERATIONS

The amounts shown in this schedule ore multiplied by the sur-

gical factor shown in the policy data in determining the maxi-

mum for the surgical operation.

If the surgical operation performed is not shown in this sched-

ule, an operation of equivalent gravity and severity shown in

this schedule and similar to the operation performed shall be

used by the Company to determine the maximum.

If multiple operotions are performed at the same time in the

same operative field, the maximum for all the operations com-

bined shall be the lorgest of the maximums for the operations

separately.

FOR DETERMINING MAXIMUM SURGICAL EXPENSE

If multiple operations are performed at the same time bul In

different operating fields and through different incisions, the

maximum for all the operations combined shall be the sum of

the maximums for the operations separately. However, if bilat-

eral procedures are performed at the same time in different

operating fields, the maximum for the operations combined

shall be 150% of the maximum for the single procedure. In

either cose, the maximum for multiple operations or bilateral

procedures shall not exceed the maximum surgical expense

for each injury or sickness as shown in the policy data.

INTEGUMENTARY SYSTEM

Code AMOUNT

0101 Incision and drainage of infected or non-infected

sebaceous cysts [up to 5) 2

0102 Incision and drainage of furuncle 2

0108 Incision and drainoge of carbuncle, hidradenitis

suppurativa, and other cutaneous or subcutane-

ous abscesses, simple 2

01 1 5 Drainage of pilonidal cyst 2

0140 Drainage of hematomo, simple 2

Excision (includinig simple repair) of lesion of skin,

subcutaneous tissue or mucous membrane:

Benign: 150% for each additional up to 3 lesions)

01 76 Lesion diameter Vt to Vi inch 5
Malignant:

Trunk, arms or legs

01 89 Lesion diameter V< to Vi inch 8

Face, scalp, eors, neck, hands, feet or genitalia

0192 Lesion diameter ','4 to Vi inch 15

Eyelids, lips, mucous membrane
0195 Lesion diameter V4 to V2 inch 20

0238 Excision of pilonidal cyst or sinus 30
0251 Wounds, small (suture of recent small wounds re-

quiring closure), up to 2 Vz inches 4

0288 Skin grafts, pinch or split skin, one square inch

or less, e.g., digit or small ulcer 5

0289 split skin 1 to 32 square inches (except 02881 25

0291 each additional 32 square inches or part

thereof at some procedure 10

0295 free full thickness, up to 3 square inches, in-

cluding direct closure of donor site 20

0296 each additional 3 square inches or part

thereof at same procedure 10

0308 direct flop transfer or tube pedicle formation. 20

0310 delay, intermediate transfer, or sectioning or

pedicle of tube or flop graft 15

0319 Composite graft (full thickness of external ear or

nasal ale) 25
0325 Derma-fct-foscio-graft 45

Burns—(Does not include skin grafts.)

0351 Initial treotment, first degree, where no more than

local treatment necessary 2

0352 Dressings, initial or subsequent under anesthesia,

small 4

0353 under anesthesia, large or with major debride-

ment, per hour 10

0354 without anesthesia, small, office or hospital. . 2

0355 without anesthesia, medium (whole face or

whole extremity, etc.) 3

0356 without anesthesia, large (more than one ex-

tremity, etc.) 4

Breast Surgery

0444 Excision of cyst, fibro-odenoma or other benign

tumor, aberrant breast tissue, duct lesion (includ-

ing gynecomastia) or nipple lesion (including any

other partial mastectomy), male or female, unilat-

eral 15
0457 Complete (simple) mastectomy 30
0470 Radical mastectomy, including breast, pectoral

muscles and axillary lymph nodes 70

MUSCULOSKELETAL SYSTEM

Code AMOUNT

Bone Surgery

0557 Carpectomy 30
0561 Patellectomy or hemi-patellectomy 50
0563 Metotarseclomy 25

061 8 Bone graft: radius, ulna 65

0635 Spinal fusion, 2 or more segments 100

0650 Pectus excavotum (major) plastic repair 90
0654 Epiphyseal-diaphyseal fusion; epiphyseal arrest;

epiphysiodesis; stapling, femur 55

Fractures

FACIAL BONES
0686 Nasal, uncomplicated, closed reduction 5

0699 Maxilla, closed reduction, with wiring of teeth. . 30
0701 open reduction with wiring of teeth and/or lo-

cal fixation 50

SPINE AND TRUNK
0722 Vertebral body, requiring reduction 30
0741 Clavicle, simple, closed reduction 15

0742 compound, including uncomplicated soft tis-

sue closure 20
0743 simple or compound, open reduction 40

UPPER EXTREMITY

0786 Humerus, shaft, simple or compound, open reduc-

tion 45
0797 Elbow, simple or compound, open reduction. .. . 55
0799 Radius, head, closed reduction 15

0800 compound with uncomplicated soft tissue clos-

ure 20
0801 simple or compound, open reduction or ex-

cision 35
0803 shaft, simple, closed reduction 20

0804 compound with uncomplicated soft tissue clos-

ure 25
0805 simple or compound, open reduction 40
0815 Ulna, shaft, closed reduction : 20
0816 compound, with uncomplicated soft tissue clos-

ure 25
081 7 simple or compound, open reduction 40

LOWER EXTREMITY

0883 Femur, simple or compound, open reduction. ... 80

0904 Tibia, shaft, simple or compound, open reduction 50

092 1 Fibula, shaft, closed reduction 15

0927 Tibia and fibula, shafts, compound with uncom-

plicated soft tissue closure 35
0934 Ankle, bimolleolor (including Potts) compound

with uncomplicated soft tissue closure 30
0935 simple or compound, open reduction 50
0955 Astragalus, simple, closed reduction 20

0961 Os calcis, closed reduction 20

0976 Phalanx or phalanges, great toe, simple, closed

reduction 5
0977 simple or compound, open reduction 15

Joints

ARTHROTOMY or capsulotomy with exploration, drain-

age, or removal of loose body, e.g., osteochondritis or

foreign body.

1001 Shoulder 50
1 002 Elbow 50
1003 Wrist 40

5-970 58-166
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SCHEDULE OF SURGICAL OPERATIONS (Continued)

Code AMOUNT

MUSCULOSKELETAL SYSTEM (continued)

1007 Hip 70
1008 Knee 50
1010 Ankle 50
1050 Sesamoid bone, excision, one or more, unilaterol 15

ARTHRECTOMY—Excision of joint

1075 Excision of intervertebral disc with spinal fusion. 120

1082 Meniscectomy: excision of semilunar cortiloge of

knee joint 50

ARTHROPLASTY—Plostic or reconstructive operation on

joint, any type.

1141 Shoulder 80
1142 Elbow 80
1143 Wrist 60
1148 Hip, cup 100
1152 Ankle 75
1159 Melatorsal—phalangeal joint; bunion operation.

Silver type 20

ARTHRODESIS—Fusion of joint

1166 Shoulder 90
1 1 67 Elbow 70
1 1 68 Wrist 40
1175 Hip 100
1177 Ankle 70
1 178 Hammer toe operation, one toe 20
1211 Suture of torn, ruptured or severed collateral lig-

ament, knee, one 55
1212 Suture of torn, ruptured or levered cruciate liga-

ment, knee, one 55
1213 Suture of torn, ruptured or levered collateral and

cruciate ligamenti, knee 75

DISLOCATIONS

1266 Shoulder (humerui), limple or compound, open
reduction 55

1292 Elbow, simple or compound, open reduction. ... 55
1304 Metacarpal, one bone, limple, cloied reduction. 3

1334 Hip (femur), simple or compound, open reduction 60
1346 Knee (femoral-tibial joint), limple or compound,

open reduction 60
1 350 Patella, simple, cloied reduction 3

1357 Ankle, limple or compound, open reduction. ... 50
1376 Metatarsal, one bone, limple, cloied reduction. . 7

Buna*
1401 Droinage of infected buna (incliioni 3

1410 Removal of subtrochanteric colcareoui depoilti. 30

Mutcles

1495 Suture of ruptured diaphragm, troniobdomlnal. . 70
1496 transthoracic or combined 80
1550 Exciiion of lesion of tendon or flbroui iheoth, or

ganglion, digiti only 10
1553 in other locations 15

Tendons, Tendon Sheaths and Fascia

1570 Fosciotomy, palmer or plantar, subcutoneoui. . . 10
1573 Fosciectomy, for Dupuytren'i contracture, partial 30
1574 radical, including finger extensions and verti-

cal bandi 50
1580 Repair or suture extensor tendon, hand or foot,

distal to wrist or ankle, single 12
1582 forearm or leg 18
1589 Lenglhening or shortening tendon 30
1 632 Patellar advoncement 60
1655 Suture of complete shoulder cuff avulsion 70

Extremities

AMPUTATION
1 703 Disarticulation of shoulder 75
1 705 Arm through humerus 40
1 748 Disarticulation of hip 80
1 750 Disorticulotion of knee 40
1 767 Leg, through tibio and fibulo 50

RESPIRATORY SYSTEM •

Nose

1915 Excision of single nosol polyp 3
1916 Excision of nasal polyps, multiple, uniloterol or bi-

lateral, one or more stages.,, office 7
1917 complicated, requiring hospitalization 20

5-970 58-166

Code AMOUNT

1928 Classic submucous resection, naso! septum 30

Accessory Sinuses

1981 Antrum lovoge, unilateral, puncture or natural os-

tium 2

1988 Radical antrotomy (Coldwell-Loc), unilateral. .. . 50

1995 Combined external frontal, ethmoidal and sphe-

noidal sinusotomy, unilateral 80

Larynx

2051 Laryngectomy, without neck dissection 100

2071 Laryngoscopy, direct, diagnostic (independent

procedure) 10

2074 Including excision of tumor 25

Trachea and Bronchi

21 1 1 Bronchoscopy, diagnostic 15

2113 with biopsy 20

2117 with removal of foreign body 25

2120 with excision of tumor 25

21 21 with therapeutic aspiration of bronchus 15

21 23 with injection of contrast media 15

Lungs and Pleura

2151 Thoracotomy, exploratory, including biopsy..., JO

2152 Including control of hemorrhage and/or repair

of lung flitula 75

2154 with open drainage of empyema cavity by rib

reiection (Independent procedure) 40
21 93 Total or lubtotol lobectomy 1 00

2194 Wedge reiection, lingie or muitlpl* 80

CARDIOVASCULAR SYSTIM

Heart and Pericardium

2301 Cordlotomy with exploration sr removal of for-

eign body from myocordium 100

2314 Valvulotomy or commliiurotomy, mitral. 120

2315 aortic 150

2321 Perlcardlectomy, exienitve 1 00

VENOUS ANASTOMOSIS:

2526 Ligation of femoral vein ,25
2530 Ligation and diviiion of common ilioc vein 50

2558 Ligation and diviiion of long lophenoui vein at

lophenofemorol junction with or without retro-

grade Injection, or dlital Interruptioni 20

2561 Ligotion and diviiion and complete itrlpplng of

long or ihort lophenoui veini, unilateral 30

2562 bilateral ; . . 50

2563 long ond ihort lophenoui veini, unilateral. . . 40

2576 Ligation and diviiion of ihort lophenoui vein at

laphenopopliteal junction (Independent proce-

dure) 12.5

2581 minor varicose vein of leg, initial 5

2565 lubiequenl 3

LYMPHATIC SYSTEM

Lymph Nodes and Lymphatic Channels

2641 Biopsy or excision of lymph node (independent

procedure), (except 2642) 5

2642 anterior scalene 15

RADICAL LYMPHADENECTOMY:

265 1 Supro-hyoid, unilaterol 50

2655 Cervicol (complete), unllotetal 80

2658 Axilla 50

2671 Groin, superficial 50.

DIGESTIVE SYSTEM

Pharynx, Adenoids and Tonsils

2992 Tonsillectomy, with or without adenoidectomy, un-

der age 18 years 15

2993 age 18 years or over 20
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SCHEDULE OF SURGICAL OPERATIONS (Continued)

DIGESTIVE SYSTEM (Continued)

Esophagus

3043 Esophogectomy: resection of esophagus, trans-

pleural or extropleurol (upper two-lhirds)

3051 Esophagoscopy, diagnostic

3055 with biopsy

Stomach
3112 Local excision of stomach ulcer or benign neo-

plasm

3114 Total gastrectomy
3117 Pyloroplosty end vagotomy
3121 Gastroscopy, diagnostic

3123 with biopsy

120
15

60
100
70
15
15

Intestines (Except Rectum)
3174 Enterectomy: resection of small intestine 70
3178 Colectomy, portiol resection of large intestine in

two stages, including first stage colectomy or ce-
costomy 1 00

31 79 Colectomy, partiol, with anastomosis with or with-

out concomitant proximol colostomy 80
3211 Enterolysis: freeing of intestinal adhesion 40

Appendix
3261 Appendectomy '. 40

Rectum
3291 Complete proctectomy, combined abdomino-per-

ineai, one or two stages 100
3294 Excision of rectal procidentia, with anastomosis,

perineol approach 60

Anus
3351
3352

subcutaneous 10Fistulotomy or fislulectorr

submuscular

3372 Cryptectomy, single, office

3374 Papillectomy or excision of single tab (independ-
ent procedure! office

3377 Hemorrhoidectomy, external, complete
3380 internal and external

3382 Fistulotomy or fistulectomy, submuscular, and
hemorrhoidectomy

Biliary Tract

3515 Cholecystectomy

3517 with open exploration of common duct

Abdomen, Peritoneum and Omentum
363 I Inguinal, unilateral

3646 Femoral, unilateral

3663 Epigastric

DIAPHRAGMATIC (see 1495, 1496)

URINARY SYSTEM
Kidney

3808 Nephrotomy with drainage; nephrostomy 80
3B1 1 Nephrolithotomy, removal of calculus 80
3816 Pyelotomy v/ith drainage, pyelostomy 70
3821 Nephrectomy, including partial ureterectomy

through some incision 80

Bladder

CYSTOSCOPY (independent procedure)

3930 DIognoslic, office, initial 5
3951 Lilholapoxy: Crushing of calculus in bladder ond

removal of fragments 50

Urethra

4000 Urethroscopy, diagnostic 5

FEMALE GENITAL SYSTEM

4488 Repair of cystocele, rectocele, and perineoplasty,

anterior and posterior vaginal walls, with or with-

out repair of urethrocele 50
4617 Total hysterectomy (corpus and cervix) with or

without tubes, and or ovaries, one or both 60
4627 Radical hysterectomy for cancer, including re-

gional lymph nodes 1 00
4631 Vaginal hysterectomy, with or without pelvic floor

repair, or abdominal hysterectomy followed by
pelvic floor repair 70

4634 Trochelectomy: cervlcectomy: amputation of cer-

vix (independent procedure) 20
4646 Dilation and curettage of uterus (independent

procedure), under anesthesia, diagnostic or ther-

apeutic, including cervical biopsy 15

THYROID GLAND

491 1 Local excision of small cyst or adenoma of thyroid 40
491 4 Thyroidectomy, total or complete 70
49 1 7 subtotal or partial 60
4924 total or subtotal for malignancy with radical

neck dissection : 100

NERVOUS SYSTEM

Skull/ Meninges, and Brain
5119 Craniotomy for orbital decompression, unilateral. 100

Spine and Spinal Cord
5 1 98 Spinal puncture, lumbar, simple (independent pro-

cedure) 2

5208 Laminectomy for removal of intervertebral discs,

cervicol 90
5209 dorsal 90

Peripheral Nerves, Other Extracranial Nerves,
and Ganglia
5273 Excision of surgically identifiable neuroma of cu-

taneous nerve 8
5274 digital nerve, one or both, same digit 10

Vegetative Nervous System
SYMPATHECTOMIES:
5371 Cervical, unilateral 60
5375 Cervico—thoracic (Smithwicke type, supra- and

infra-diaphragmatic), unilateral 70
5385 Splanchnicectomy (Peet type) unilateral 65

EYE

Eyeball
5421 Enucleation of eyeball (bulb or globe) with or

without sphere implant 40

Cornea
5457 Pterygium 25
5465 Curettage and cciuterization of c«rneal ulcer. . . 5
5471 Keroloplcsty: corneal transplant, lamellar 100
5472 partial or complete, penetrating 110

Sclera
5501 Sclerectomy for glaucoma ,with scissors, punch or

trephination

Crystalline Lens
561 1 Extraction of lens, intracapsular, extracapsular <

linear, unilateral

5616 Removal of dislocated lens

Lacrimal Trcct
581 1 Docryoadeneclomy: excision of lacrimal gland.
5813 Dacryocystectomy: excision of lacrimal sac. . . .

5815 Excision of lacrimal gland tumor

60

50
50
60

MALE GENITAL SYSTEM

4143 Orchiectomy, simple, unilateral 20
4146 radical, unilateral or bllalerol, with retroperito-

neal gland dissection 1 00
4201 Excision of hydrocele, unilateral 30
431 1 Prostotectomy, perineal, subtotal 80
4316 suprapubic, one or two stages 80
4319 radical 100
4321 Transurethral resection of prostate, including con-

trol of post-operotive bleeding, complete 80

EAR
Middle Ear
5971 Mastoidectomy, simple 50
5972 Mastoidectomy, modified radical or radical, with-

out skin graft 70
5997 Stapes mobilization, primary or secondary 70

Internal Ear
601 1 Labyrinthotomy, any type 100
6012 Fenestration of semicircular canal 100
602 1 Labyrinthectomy 1 00
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GENERAL PROVISIONS

ENTIRE CONTRACT; CHANGES: This policy, including

:lhe endorsements and the attached papers, if any, constitutes the

entire contract of insurance. No change in this policy shall be

valid until appro\ed by an executive officer of the Company and

unless such approval be endorsed hereon or attached hereto. No
agent has authority to change this policy or to waive any of its

provisions.

TIME LIMIT ON CERTAIN DEFENSES: (a) After two

years from the effective date of coverage of any covered member,

no misstatements, except fraudulent misstatements, made by the

jipplicant in the application for this polic)' or for addition of

coverage thereunder of any member after its date of issue, shall

be used to aioid this policy with respect to any such covered

member or deny a claim for loss incurred with respect to any such

member more than two years after the effective date of coverage

of such member, (b) No claim for loss incurred with respect to

any covered member after the effective date of coverage of such

member, shall be denied or reduced on the ground that a disease

or physical condition not excluded by name or specific description

effective on the date of such loss with respect to such member, had

existed prior to the effective date of coverage of such member.

GRACE PERIOD: A grace period of 31 days will be granted

for the payment of each premium falling due after the first pre-

mium, during which grace period this policy shall continue in

force.

REINSTATEMENT: If any renewal premium be not paid

within the time granted the Insured for payment, a subsequent

acceptance of premium by the Company or by any agent duly

authorized by the Company to accept such premium, without

requiring in connection therewith an application for reinstate-

ment, shall reinstate this policy; provided, however, that if the

Company or such agent requires an application for such rein-

statement and issues a conditional receipt for the premium

tendered, this policj- will be reinstated upon approval of such

application by the Company or, lacking such approval, upon the

forty-fifth day following the date of such conditional receipt

unless the Company has previously notified the Insured in writ-

ing of its disapproval of^ such application. This policy as rein-

stated shall cover only loss resulting from such accidental injury

as may be sustained after the date of reinstatement and loss due

to such sickness as may begin more than ten days after such date.

In all other respects the Insured and the Company shall have

the same rights under this policy as reinstated as they had under

this polic)' immediately before the due date of the defaulted

premium, subject to any provisions endorsed hereon or attached

hereto in connection with a reinstatement.

NOTICE OF CLAIM: Written notice of claim must be given

to the Company within 30 days after the occurrence or com-

mencement of any loss covered by this policy, or as soon there-

after as is reasonably possible. Notice given by or on behalf of

the Insured to the Company at its Home Office in Los Angeles,

California, or to any authorized "^gent of the Company, with

information sufficient to identify the Insured, shall be deemed
notice to the Company.

CLAIM FORMS: The Company, upon receipt of notice of

claim, will furnish to the claimant such forms as are usually fur-

nished by it for filing proofs of loss. If such forms are not

furnished within 15 days after the giving of such notice, the

claimant shall be deemed to have complied with the requirements

of this policy as to proof of loss upon submitting within the time

fixed in this policy for filing proofs of loss, written proof cover-

ing the occurrence, the character and the extent of the loss for

which claim is made.

PROOFS OF LOSS: Written proof of loss must be furnished

to the Company at its said office in case of claim for loss for

which this policy provides any periodic payment contingent upon

continuing loss within 90 days after the period for which the

Company is liable and in case of claim for any other loss within

90 days after the date of such loss. Failure to furnish such proof

within the time required shall not invalidate nor reduce any

claim if it was not reasonably possible to give proof within such

time, provided such proof is furnished as soon as reasonably pos-

sible and in no event, except in the absence of legal capacity,

later than one year from the time proof is otherwise required.

Occidental Life Insurance Company of California has executed this policy at Los Angeles, California, to take effect as of the date of

TIME OF PAYMENT OF CLAIMS: Indemnities payable,

under Parts 3 and 5 will be paid upon receipt of due written

proof of loss. Subject to due written proof of loss, all accrued

indemnities for Iqss under Parts 1, 2 and 4 will be paid at the

expiration of each month, and any balance remaining unpaid
upon the termination of liability will be paid upon receipt of

due written proof.

PAYMENT OF CLAIMS: All benefits will be payable to the

Insured. Any accrued benefits unpaid at the Insured's death will

be paid to the estate of the Insured. If any benefit of this policy

shall be payable to the estate of the Insured, or to an Insured who
is a minor or otherwise not competent to give a valid release, the

Company may pay such benefit, up to an amount not exceeding
51,000.00, to any relative by blood or connection by marriage of
the Insured who is deemed by the Company to be equitably en-
titled thereto. Any payment made by the Company in good faith

pursuant to this provision shall fully discharge the Company to
the extent of such payment.

PHYSICAL EXAMINATIONS: The Company- at its own
expense shall have the right and opportunity to examine the per-
son of any covered member when and as often as it may reason-
ably require during the pendency of a claim hereunder.
LEGAL ACTIONS: No action at law or in equity shall be
brought to recover on this policy prior to the expiration of 60
days after written proof of loss has been furnished in accordance
with the requirements of this policy. No such action shall be
brought after the expiration of three years after the time written
proof of loss is required to be furnished.

INSURANCE WITH OTHER INSURERS: If there be other
valid coverage, not with this insurer, providing benefits for the
same loss on a provision of service basis or on an expense in-
curred basis and of which this insurer has not been given writ-
ten notice prior to the occurrence or commencement of loss, the
only liability under any expense incurred coverage of this policy
shall be for such proportion of the loss as the amount which
would otherwise have been payable hereunder plus the total of
the like amounts under all such other valid coverages for the
same loss of which this insurer had notice bears to the total like
amounts under all valid coverages for such loss, and for the re-

turn of such portion of the premiums paid as shall exceed the
pro-rata portion for the amount so determined. Other valid cov-
erage shall mean coverage provided by individual or group insur-
ance, or by automobile medical payments insurance, or coverage
provided by hospital or medical service organizations or by
union welfare plans or employer or employee benefit organiza-
tions. For the purpose of applying this provision when other
coverage is on a provision of service basis, the "like amount" of
such other coverage shall be taken as the amount which the serv-
ices rendered would have cost in the absence of such coverage
MISSTATEMENT OF AGE: If the date of birth of any cov-
ered member has been misstated, all amounts payable under this
policy shall be such as the premium paid would have purchased
at the correct age of the covered member. However, if such mem-
ber's age, based on the correct date of birth, was such on the date
such member's coverage became effective that the Company
would not have granted such coverage, the Company's liability

with respect to that member shall be limited to refund of that
p.irt of the premium or premiums paid to the Company on
account of that member.
UNPAID PREMIUM: Upon the payment of a claim under this
policy, any premium then due and unpaid or covered by any
note or written order may be deducted therefrom.

CONFORMITY WITH STATE STATUTES: Any provision
of this policy which, on its effective date, is in conflict with the
statutes of the state in which the Insured resides on such date is

hereby amended to conform to the minimum requirements of
such statutes.

ASSIGNMENT: No assignment of interest under this policy

shall be binding upon the Company unless and until the original

or a duplicate thereof is received by the Company at its Home
Office in Los Angeles, California. The Company does not
assume any responsibility for the sufficicnc)- or validity of any
assignment.

5-970 58-166
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Occidental Life
ompanyoj aijuinia

KoTICE: Tn collecfing any benefit under this policj', ii is not necessary fo

HOME OFFiCE Los Angel" employ any person or agency. Write direct to the Company at Occidental

Center, Los Angeles, California, and thus save unnecessary expense,

A Mtmhfr of
Tiansamtii^a Corporolion

HOSPITAL AND MEDICAL EXPENSE POLICY
Guaranteed Renewable to Age 65 but Not Beyond Eligibility for Medicare

Premium Rate Subject to Change

POLICY GC-22

5970 58-166 PLEASE READ YOUR POLICY

v^ —

^

Conversion Privilege

U.S. MEDICAL POLICIES

A conversion privilege will be included in tlie policy wliicli may be elected
by an employee or member whose insurance terminates because he ceases to be
eligible for insui'ance (other tlian because of attainment of tlie age of eligibility

for Medicare) while the policy continues in force. The same conversion privilege
will also be extended to a child whose insurance terminates because he attains
the upper age limit specified for dependent children. Such individual may, by
applying and paying his liremium within 31 days of termination, convert without
evidence of insurability to the specific conversion plan applicable to the policy.

No person who has attained the age of eligihility for Medicare may ie insured
under a converted policy.

The converted policy will become effective on the tennination date of the in-

surance under the group policy and will co\er the individual, and. if he elects

to cover his dependents, all of his dei^endents who were insuretl under the group
policy at the time of termination. If termination is because of the individual's
death, the surviving spouse may convert the dependents insurance in force at the
individual's death. Under the laws of some states children may be included as
dependents under a converted policy only until age 18, and any children over 18
but under 19 who were covered under the group policy may not be included as
dependents under the converted policy. Any child under age 19 who was covered
under the group policy and cannot be covered as a dependent under the converted
policy may be covered under a separate converted policy issued to him. The rate
for such policy will be the age 19 rate.

There is no extension of insurance under the group policy during the conver-
sion period such as is provided for group life insurance.
An insured's conversion policy will not be subject to cancellation for deteriora-

tion of health. The policy will contain an "insurance with other cairiei's" provi-
sion enabling the company to pro-rate benefits in cases of overinsurance resulting
from similar coverage with other carriers.

CONVERSION PLANS AVAILABLE

The plans available and the conversion premiums are shown in the "Group
Medical Expense Conversion Privilege" brochure GMM-1075B,

Coordination of Benefits

For over 30 years, basic group medical exi^ense benefits were provided with-
out regard for any other medical coverage which the insureds might have. For
many years, it appeared that only a small percentage of insured employees had
other coverage. Also, the group benefits w^ere usually so limited that an em-
iployee could supplement them without receiving total benefits which could en-
courage malingering.

Eventually, with the growth of group medical expense coverage, overinsurance
became a serious problem. Under liberal basic plans and/or major medical poli-
cies, both the employee and his dependents often have adequate protection
against most kinds of medical expense. In addition, due to the substantial propor-
tion of working wives and the practice of insuring husbands as well as wives,
a great many families are insured under two group plans.
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Working wives and insured liusbands liad been recognized by the time major
medical insurance was developed. To avoid duplicate payment of major medical
benefits, most group policies excluded the benefits payable under any other

group or governmental plan from the Covered Expense to which the scheduled
deductible and coinsurance were to lie applied. Usually an employee received

the regular benefits under his employer's plan and reduced benefits under the

plan which covered his (or her) spouse as an employee; the children's claims
were paid first under the father's insurance and on the reduced basis under the

mother's. There were many exceptions, however, some due to differences in prac-

tice among the insuring companies and some due to lack of knowledge as to the

otlier insurance to which an employee was entitled.

The greatest flaws in the anti-duplication provisions were (1) that they ap-

plied only to major medical benefits and had no effect on the basic benefits, (2)

tliat the persons insured often felt deprived of benefits to which they considered

themselves entitled by the payment of premiums on tlieir account under both
plans, and (3) even with duplicate coverage, employees frequently received less

than 100% reimbursement for their medical expenses.

These and many other aspects of the overinsurance problem were carefully

studied by an Industry Study Group on Xon-duplieation of Accident and Health
Insurance Benefits. This group, consisting of representatives of the American
Life Convention, the Health Insurance Association of America and the Life

Insurance Association of Aemrica, developed a model group medical expense
anti-duplication provision which has been accepted as a practical solution to the

prol)lem by almost all the insurance companies.
This provision is the basis for Occidental's Coordination of Benefits provision.

The intent is, to the extent practicable, to limit the amount an insured person

will receive on account of medical expenses to the ammmt of those expenses.

Classification : General Information—Health.

Subject : Health Group Conversions—U.S. and Canada.
Tl'iis instruction supersedes 8AV G-AS 139, dated February 28, 1967 and

8AV G-H 162. dated February 1, 1968. Tlie purpose of this instruction is to

authorize Policy HC^2 for persons age 65 or over or eligible for Medicare, as

noted in Section IV. 8AV G-AS 139 lias been incorporated as Section III of this

instruction, and applies only as stated herein.

Effective with policies dated on and after July 1. 1967, the rates and plans

described in this Instruction for the U.S. will be used. This instruction also

shows increased rates for the GC-20Z plan in Canada. The increase is authorized

in another instruction, and the new rates are being shown here.

I. CONVERSION PRIVILEGE

Some of the group contracts issued by this Company contain a "Conversion

Privilege." which entitles insured persons to apply for a i)olicy insuring for

medical expense benefits on a form customarily issued by the Company for con-

version purposes, upon termination of group coverage. This privilege is extended

only when it is specifically provided for by the group contract.

Certain group master policies require that the plans and rates descrilied in

Section III be offered instead of the plans and rates described in Section II.

Group Accounting will notify Policy Change when such is the case. Premiums
will 1)0 increa.sed on the first policy anniversary in accordance with regular

procedures to the then effective premium rates for such plans.

II. PLANS OF COVERAGE—U.S.—UNDER AGE 05 AND NOT ELIGIBLE FOR MEDICARE

A. Four plans of coverage are available for persons under age 65 and not

eligilile for Medicare. The plans are based on the amount of the Daily Hospital

Expense Benefit provided. The employee may select any plan which provides

the same, or any lower. Daily Hospital Expense Benefit compared to the em-

ployee's benefit under the group plan. Dependents will receive the same benefits

as the employee, regardless of the benefits provided under the group plan.

B. Benefits are provided on a reimbursement basis for accident or sickness,

as follows

:

1. Daily Hospital Expense.
All plans provide up to 31 times the Daily Hospital Expense Benefit for

room, board and general nursing care. Daily Hospital Expense Benefits are

as follows, for insured and dependents :
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Plan 1 - $W- 00

Plan 2 20. 00

Plan 3 26. 00

Plan 4 32. 00

2. Jliscellaneous Hospital Expense.
All plans provide up to 15 times the Daily Hospital Expense Benefit, grad-

uated according to the number of days confined in the hospital.

3. Ambulance.
All plans provide up to the Daily Hospital Expense Benefit (for one day)

for each period of hospital confinement, for ambulance transportation.

4. Surgery.
The surgery schedule in the policy is from the 1960 California Relative

Value Studies, and unit values are shown rather than dollar amounts. To
obtain the dollar amount for a procedure it is necessary to multiply the ixnit

value by the Surgical Factor. The Surgical Factors are as follows

:

Plan 1 $3. 00

Plan 2 3. 50

Plan 3 4. 00

Plan 4 4. 50

.!>. Doctor's In-Hospital Visits Expense.
The amount provided for each day a professional visit is made and the

maximum per disability are :

Maximum oer

Each day disability

Plan 1 -.- $4.00 $124.00

Plan 2 '
""

5.00 155.00

Plans 6.00 186.00

Plan4 ' ' - - 7.00 217.00

C. Policy Forms are to be employed as follows :

Use GC-22 for all plans and for all ages, for individual or family coverage.

D. Premium rates are shown at the end of the Instruction.

E. Reuewability of GC-22.
The insurance with respect to the Insured is guaranteed renewable to his

65th birthday but not beyond eligibility for Medicare benefits. (Public Law 89-97,

Health Insurance for the Aged Act, as amended. ) The insurance with respect to

the spouse of the Insured is guaranteed renewable to her 65th birthday but not

beyond eligibility for Medicare benefits and not beyond the end of the term
during which the spouse is divorced or legally separated from the Insured. The
insurance with respect to a dependent child is renewable to the end of the term
during which the child attains age 22, marries or ceases to be a dependent of

the Insured.
F. Some group certificates may list the benefits available upon conversion. This

list may differ from the benefits available on the GC-22 plans. However, con-

versions will be issued in accordance with these instructions unless an objection

is raised by the individual converting. When an objection is raised the matter
will be referred to the Actuarial Department.

III. SPECIAL PLANS OF COVERAGE—U.S.

A. Four Plans of coverage are available. The plans are based on the amount of

the Daily Hospital Expense Benefit provided. The plan to be offered is that

which provides the same, or the next lower, Daily Hospital Exi>ense Benefit

compared to the employee's benefit under the group plan. Dependents will receive

the same benefits as the employee, regardless of the benefits provided under the

group plan. The employee has no option with regard to the different plans or

lienefit.

B. Benefits are provided on a reimbursement basis for accident or sickness as
follows

:

1. Daily Hospital Expense.
All plans provide up to 31 times the Daily Hospital Expense Benefit for

room, board and general nursing care. Daily Hospital Expense Benefits

are as follows, for insured and dependents :
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Plan 1 $10. 00
Plan 2 14. 00
Plan 3 18. 00
Plan 4 22. 00

2. Miscellaneous Hospital Expense.
All plans provide up to 15 times the Daily Hospital Expense Benefit, grad-

uated according to the number of days confined in the hospital.

3. Ambulance.
All plans provide up to the Daily Hospital Expense Benefit (for one day)

for each period of hospital confinement, for ambulance transportation.

4. Surgery.
The surgery schedule in the policy is from the 1960 California Relative

Value Studies, and unit values are shown rather than dollar amounts. To
obtain the dollar amount for a procedure it is necessary to multiply the unit

value by the Surgical Factor. The surgical factors are as follows

:

Plan 1 $2. 50

Plan 2 3. 00
Plan 3 3. 50

Plan 4 4. 00

5. Doctor's In-Hospital Visits Expense
Plans 1 and 2 provide for up to $3.00 each day a professional visit is made,

with a maximum of $93.00 per disability. Plans 3 and 4 provide for up to $4.00

each day a professional visit is made, with a maximum of $124.00 per
disabilit.v.

C Policy forms are to be employed as follows :

Use GC-22 for all plans and for all ages, for individual or family coverage.
D. Premium rates are shown at the end of this instruction. Premium shall be

increased on the first policy anniversary in accordance wtih established procedure
for the increase.

IV. PLAN'S OF COVERAGE—U.S.—AGE 65 OR OVER OR ELIGIBLE FOR MEDICARE

Persons who are age 05 or over or who are eligil>le for Medicare benefits will be
issued Policy HC-2, with a $10 Daily Hospital Indemnity.

V. PLA]yS OF COVERAGE—CAXADA

Conversioii is available only to residents of Ontario and Quebec. Conversion
shall not be available to residents of Ontario for any case where the Policy would
be datetl on or after October 1, 1969, and to residents of Quebec for any case
where the policy would be dated on or after July 1, 1970.

A. Daily Hospital Room benefit.

Up to $5.00 daily, for up to $155.00 per disability. This will apply only to the
excess over the room coverage provided by the Provincial plan.

B. Ambulance.
Up to $10.00 per disability.

C. Surgery.
Either $200.00 or $300.00 schedules, where all persons insured are under age

66, or a $200.00 schedule where any covered member is age 66 or over. The
selection of $200.00 or $300.00 when all members are under 66 will depend upon
the requirements of the Group master policy involved, and is not the option of the
converting applicant. The basic schedule is the G.S.S.2.
D. Doctor Calls (Non-Surgical)
Up to $5.00 daily, for up to $155.00 per disability.

E. Accident X-ray Expense
Up to $25.00 per disability for X-ray expense not covered under a Provincial

Hospital plan, which is incurred on account of accidential injury.
Note : Benefits (A) and (E) are conditioned upon the eligibility of the Insured

for Provincial coverage, and do not depend upon whether he actually has such
coverage.

Policy GC-2()Z will be used for either individual or family coverage.

RENEWAL UXDERWRITIXG (CANADA ONLY)

1. Foreign Residence

The policy should be marked for non-renewal at the next premium due date
if it is learned that the Insured is to be away in a foreign country for a period
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of time in excess of 4 montlis. The Group Contract provides for conversion at the

option of the Insured, and so the conversion must be effective regardless of the

place of residence at the date of conversion.

2. Advanced Age
For ages under 78 at date of conversion, it will be permissible to renew the

policy through 79 subject to 3. below. For age 78 or older, records should be

marked so that the policy will not be renewed after two years.

3. Post Claim Vndericriting

Converted policies referred to the Underwriting Department for possible non-

renewal action are to be handled in the same manner as any other A & S policy

as regards post claim underwriting, in accoi-dance with the Claims-Premium
Ratio Schedule net as a guide for the Underwriting Department.

4. First Year Non-Reneical

No non-renewal action is to be taken within the first year after conversion, for

reasons of health or claims experience.

VI. ELIGIBILITY OF DEPENDENTS

Dependents covered under the employee's group plan may be included in the

converted policy. This means that an employee with dependents included in

the group policy may apply for a converted policy on his own life only, or

he may apply for a converted policy for himself and such dependents. However,
if any such dependent is to be covered under the converted policy, all such de-

pendents must be covered. This is in accordance with legal requirements govern-

ing the language of the group master contracts. Dependents not covered under
the group plan cannot be included in the converted policy at the date of con-

version. Such dependents may be added subsequent to the date of conversion, on

application and submission of satisfactory evidence of insurability. The regular

application form for adding additional dependents to hospital policies will be

used. Dependent children age 19 or over are not eligible under the converted

policy, regardless of the definition of dependents in the group policy except

that we will consider a dependent, no longer eligible as a dei>endent, for an
individual policy.

VII. EFFECTIVE DATE OF COVERAGE

Effective date of coverage of the converted policy will be the day following

termination of insurance under the group policy. Applications postmarked after

the 31 day conversion period will not be accepted without satisfactory evidence

of insurability unless an extension has previously been granted under Company
rules.

VIII. CONVERSION tTPON DEATH OF EMPLOYEE

If an insured employee dies, a surviving spouse may convert coverage, in-

cluding that of any other covered dependent. Such spouse will be treated as a

male or female employee for computation of premium. If dependents are included,

the rate .shall be that for employee and children.

IX. POLICY TO BE ISSUED

When a person entitled to a GC-22 or HC-2 plan is a U.S. resident, he shall

be issued a policy according to the state in which the conversion application was
signed regardless of the state in which the master group policy was issued, or

regardless of the state in which he worked or resided while his gi'oup insurance

wfis in force. Likewise a person entitled to a GC-20Z plan will be issued coverage

according to the province in which his application was signed.

In some instances one master policy will cover units in both the U.S. and
Canada. The U.S. Units will have customary U.S.-Type Coverage and the

Canadian Units will have customary Canadian-Type Coverage. When this situa-

tion occurs, those persons who are members of the U.S. units will receive a GC-
22 or HC-2 plan, and those persons who are members of the Canadian unit will

receive a GC-20Z plan.

If a iierson entitled to a GC-22 or HC-2 plan indicates that he is becoming
a resident of Canada, he shall be given instead a GC-20Z plan with a $300 surgery

schedule. If a person entitled to a GC-20Z plan indicates that he is becoming
a resident of the U.S.. he will be given a GC-20Z plan and the policy will be

endoi'sed to provide for payment in U.S. currency.
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If a person indicates that he is becoming a resident of any other country,
he will be issued the proper plan to which he is entitled and informed that
premium payments and benefits must be made in the currency of the policy.

X. KIND CODES

The following kind codes have been assigned to converted group policies
described in this instruction.

Code and Form

:

954 GC-20Z (Canada)—Individual
967GC-20Z (Canada)—Family
971 GC-22—Individual
972 GC-22—Familv
975 GC-22—Special—Individual
976 GC-22—Special—Family
480 HC-2—Individual ( Show source code as 41

)

XI. WHEN CHANGES IN MASTER POLICY PROVISIONS PERTAINING TO CONVERSION
BENEFITS ARE MADE BY THE GROUP UNDERWRITING DIVISION, THEY WILL INFORM
THE ACTUARIAL DEPARTMENT SO THAT ANY NECESSARY CHANGES MAY BE MADE
IN CORRESPONDING PROVISIONS OF CONVERTED POLICIES.

XII. THE GROUP UNDERWRITING DI\1SION WILL BE RESPONSIBILE FOR KEEPING EM-
PLOYEES AND ADMINISTRATORS OF MASTER CONTRACTS INFORMED OF CHANGES IN
CONVERSIONS, PRIVILEGES AND BENEFITS. THE POLICY DRAFTING SECTION OF THE
ORDINARY ACTUARIAL DEPARTMENT WILL BE RESPONSIBLE FOR POLICY FORMS AND
RIDERS TO BE USED FOR CONVERSIONS.

Premium rates

Annual premiums are showtK Premiums may also be paid semi-annually or
quarterly. Semi annual and quarterly premiums are one-half and one-quarter
resi)ectively of the annual premium, plus $.50. How pay loading is added to the
hospital premium for premium field distribution. On family ix)licies, the loading
is added once to the total premium for all members.

GC-22 PLANS DESCRIBED IN SECTION II

Age Plan I Plan II Plan III Plan IV

Adult male covered member:
To39
40-49
50-59
60-64,_

Adult female covered member:
To39..
40-49..
50-59. _

60-64
Dependent children (1 or more) to 19.

$96
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ANNUAL PREMIUMS-SPECIAL GC-22 PLANS DESCRIBED IN SECTION III

Age to 39 40-49 50-59 60-64

Male (employee or husband):
Plan 1:

Hospital

Surgical

Total

Plan 2:

Hospital

Surgical

Total..

Plan 3:

Hospital.

Surgical

Total.

Plan 4:

Hospital

Surgical

Total

Female (employee or wife):

Plan 1:

Hospital

Surgical..-

Total

Plan 2:

Hospital

Surgical

Total -.

Plan 3:

Hospital

Surgical

Total

Plan 4:

Hospital..

Surgical

Total

$39,20
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Classification : General Information—Health.

Subject : Conversions other than group conversions—United States.

This instruction supersedes 8AV Instruction No. G-H 219, dated October 2.

1969. This instruction revises the instructions given at the beginning of Para-

graph A2, and also describes the use of Endorsements 5-004 58-164, 5-005 58-165

and 5-000 5&-166.
Certain policies issued by this company contain conversion provisions under

which a new policy shall be issued without evidence of insurability upon auto-

matic termination of coverage under the original policy. The GH-2 and MM-1.
2. and 3 policies, which do not have such provisions, have had the conversion

feature extended to them as provided in this instruction. The purpose of this

instruction is to set forth all the conversion rules.

A. HOSPITAL AND MEOICAL EXPENSES

1. When coverage of the Insured or spouse is being terminated under one of the

plans listed below, either because of attaining age 65 or because of becoming eligi-

ble for benefits under :\Iedicare. Policy HC-2 with a .$10.00 daily hospital indem-

nity shall be offered whether termination of coverage is automatic under the

terins of the policy or is voluntary at the request of the Insured.

The preceding instruction shall apply to the following plans :

GH-2^ MM-1' FD-2 or FD-3, but only when Rider 5-027 58-162 or Rider

GH-4 MM-2 ' 5-028 58-162 is attached.

GH-10 MM-3

'

GH-365 MM-4

'

MM-10
1 Coverage does not automatically terminate on these policies. HC-2 will be offered on

voluntary cancellation of coverage.

2. If coverage is being automatically terminated under the terms of the policy

because of termination of dei^endency or marriage of a dei>endent child or

divorce or legal separation of the Insured and Spouse, offer as follows

:

If Original Policy Is Offer

^GH-2, with or without surgery GII-10, same DHB, $4 unit ($600 max.)
surgery

GH-4 and GH-10 ' (}H-10, same DHB and surgery

GH-865 GII-36r), same daily hospital indemnity

MM-4 and MM-10 MM-10, same benefits

FD-2\ .,, ^_^o7 ~c,.ro GH-10 with $10 DHB, $4 unit ($600

FD-3 r"''*^^^^
^-^ ^^^^- max.) .surgery

FD-2 1 ... r noc -o -.«o GH-10 with $15 DHB, $4 unit ($600
j.j^_3|with 5-028 08-162 ^^^^ ^^^^^^^^

MM-1 1

MM-2 plans : MM-10 as follows :

MM^J
$25 DHB $25 DHB
$.500 deductible $,500 Deductible
$1,000 surgery or $750 surgery $7 unit ($1,050 max.) surgery

**

$7,500 max. ben. am't ,$10,000 max. ben. am't.

$25 DHB ,$25 DHB
$250 deductible ,$2.">0 deductible
$7.50 surgery or $.500 surgery $7 unit ($1,0.50 max.) surgery
$7,.500 max. ben. am't $10,(X)0 max. ben. am't.

$15 DHB $15 DHB
$.500 deductible $500 deductible

$1,000 surgery or $750 surgery $5 unit ($7-50 max.) surgery

$7,500 max. ben. am't .$7,500 max. ben. am't.

$15 DHB $15 DHB
$2.50 deductible .$2.50 deductible
$7.50 surgery or .$-500 surgery .$5 unit ($7.50 max.) surgery

$7,500 max. ben. am't $7,.500 max. ben. am't.

1 If the DHB Is less than .flO.OO, do not offer conversion.
2 If the original coverage included a major medical rider, the converted policy may

contain .such a rider.
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If coverage is in force under both a GH-2 and an MM-1, MM-2 or MM-3
policy, offer GH-10 with a major medical rider as follows :

Offer a GH-10 with the same DHB as the GH-2, and with a $4 unit

($600 max.) surgery and a major medical rider. If the DHB of the GH-2
is less than $15, offer GH-10 with a $15 DHB regardless.

Some of the above policies do not contain any conversion provisions, some of

them have limited conversion provisions (e.g., only for terminating dependent
children, etc.) and some have conversion provisions for any covered member
whose coverage is automatically terminating. The conversion feature in all cases

has been extended to all persons whose coverage is automatically terminating.

Add Endorsement 5-004 58-164, in those states in which it is approval for

use. where the coverage of the stated covered member is converted from the

following policies

:

rolicy and Automatic Termination of Covered Member

:

(;H-4 Dependent Child,

GH-10 All.

MM-4 Dependent Child.

MM-10 All.

Rider 5-027 58-162, or 5-028 58-162 (a) Policy issued upon death of Insured if

spouse is a covered member.

(b) Dependent Child at Age 22.

Add Endorsement 5-006 58-166, in those states in which it is approved for
use, to all other hospital and medical expense conversions or exchanges except
that when the new policy is GH-365 or HC-2, no Endorsement shall be added.
No Endorsement is available as yet suitable for use with GH—365 and none is

required with HC-2.
If the Covered Member is over age 60 but not yet age 65 when coverage termi-

nates under the original policy, charge the premium for age 60 and offer the
appropriate policy as described on the preceding page.

B. DISABILITY INCOME

The disability income protection policy GR-20 provides for conversion at the
end of the income protection period provided the Insured is not then totally dis-

abled. Offer Policy GR-4 without partial disability) as follows :

Offer a GR-4 with one-half the disability income of the GR-20, same
elimination period as the GR-20, 2 year benefit period.

Add Endorsement 5-005 58-165 in those states in which it is approved for
uses.

C. GENERAL INSTRUCTIONS

1. The converted policy shall be dated the day following termination of cover-
age under the original policy, and premiums shall be for the age of each covered
member of that date. The policy may not be dated to save age.

It may happen that an event has occurred (such as marriage or termination
of dependency of a child, or divorce of the spouse) during a prior term, and
that under the provisions of the policy the coverage of such person terminated
automatically at tJie end of such prior term. Under these circumstances, con-
version shall be available as follows :

I

a. If the Insured wants the converted policy to be dated currently, it will
be necessary to terminate coverage under the original policy currently. No
premium shall be refunded to a date prior to the date of the converted
policy.

b. If the Insured demands a refund of premium back to the time of the
event and this is allowed under the rules governing termination of covered
member status, such refund shall be granted. However, the conversion shall
then be made effective the date to which premiums are refunded and the
premium for the converted policy shall be charged from that date.

2. The Time Limit on Certain Defenses shall be interpreted from the effec-
tive date of coverage under the original policy.

3. Benefits shall not be payable under both the original coverage and the con-
verted policy.

4. Optional additional benefits cannot be carried over to the new converted
policy, except the major medical rider as covered in this instruction.

5. No special kind codes shall be assigned to conversions. Use the same kind
code as for new issues of the same plan.
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6. When the Company is notified of an event requiring termination of coverage
and sucli notice is received during the last two weelis of the grace period of a
l)remiums, two weeks sliall be allowed from the date the forms are mailed from
the Company to return them to the Company.

7. Many family policies were issued with a provision substantially as follows

:

Attainment of age 22 shall not oiierate to terminate the coverage of a
dependent child while the child is and continues to be both (a) incapable
of self-sustaining employment by reason of mental retardation or physical
handicap, and (b) chiefly dependent upon the Ins-ured for support and main-
tenance.

This provision applies even though the policy as issued does not contain such
a provision. This provision shall not prevent the termination of coverage for

reasons other than attainment of age, for example, marriage or becoming eligible

for benefits under Medicare. When coverage automatically terminates after hav-
ing been continued under this provision, the appropriate conversion policy shall

be offered.

8. Commissions for the new policy issued on a conversion of terminating cov-

erage shall be the same as the commissions for new business.

D. TEEMINATION PROVISIONS

Coverage is automatically terminated under the following policies as indicated :

1. Policy GH-2:
Dei^endent child—at the end of the term during which the child ceases to

be dependent, marries or attains actual age 22 ; or at the end of the term
during which the Insured and his spouse are divorced or legally separated,
provided such divoi'ce or legal separation terminates legal responsibility of

the Insured for the care and support of the child who, except for such
divorce or separation, would be a covered member.

Spouse of the Insured—at the end of the term during which such
.spouse becomes divorced or legally separated from the Insured.

2. Policy GH-4:
Dependent child— at the end of the term during which the child

attains age 22 years or marries ; or during which the Insured, while living,

ceases to be legally responsible for the care and support of the child.

Spouse of the Insured—at the end of the term during which the spouse
of the Insured is divorced or legally separated from the Insured.

3. Policy GH-10:
Depedent child—at the end of the term during which the child attains

age 22 years or marries ; or during which the Insured, while living, ceases
to be legally responsible for the care and support of the child.

Spouse of the Insured—on the 65th birthday of the spouse or upon be-

coming eligible for benefits under Medicare ; or at the end of the term
during which the spouse is divorced or legally separated from the Insured.

Insured—on the 65th birthday of the Insured or upon becoming eligible

for benefits under Medicare.
4. Policy GH-365 (form 5-520 58-267 only) :

Same termination provisions as GH-10.
5. Policy GH-^65 ( form 5-520 58-168 only ) :

Dependent child—at the end of the term di.'ing which the child attains

age 22 years or marries ; or during which the child becomes no longer living

in the Insured's household except while attending an educational institution.

Spouse of the Insured and Insured—same termination provisions as GII-
10.

6. Policy MM-1, MM-2, MM-3 :

Dependent child—at the end of the term during which the child attains

actual age 22 or marries prior thereto ; or at the end of the term during
which the Insured and his spouse are divorced or legally separated, pro
vided such divorce or separation terminates legal responsibility of the
Insured for the care and support of the dependent child who, except for

such divorce or separation, would be a covered member.
Spouse of the In.sured—upon payment of the maximum benefit amount on

account of the spouse at age 65 or over ; or at the end of the term during
which the spouse becomes divorced or legally separated from the Insured.

Insured—upon payment of the maximum benefit amoiuit on account of the

Insured at age 65 or over. .

I
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7. Policy MM-4

:

Same termination provisions as GH-4.
S. Policy MM-10.

Same termination provisions as GH-10.
9. Riders 5-027 5SU162 and &-028 58-162 :

Dependent child—at the end of the term during which the child attains
age 22 years or marries ; or during which the Insured ceases to be legally
responsible for the care and supiwrt of the child.

Spouse of the Insured—at the end of the term during which the spouse
is divorced or legally separated from the Insured.
Death of the Insured—coverage on covered dependents terminates at

the end of the term during which the death of the Insured occurs. In
this situation, the conversion provision applies only if the spouse of the
Insured is a covered dependent under the rider.

Note : Riders 5-027 58-162 and 5-028 58-162 are only issued with policies
FD-2 and FD^.

(Signed) Raymond A. Bierschbach,
Vice President and Associate Actuary.

May 26, 1972.

Senator Philip Hart : I just read Jack Andersons "Secret Data Rept
on Health Risks" and it really hit home with me. I have Lymphsarcoma and
I found out just how bad an insurance company will treat you when you need
them. I worked for eight years before I became ill and had a group policy. When
I had to use it, it paid good but when I had to convert it to an individual policy
they sent me a little surgical policy not worth anything to me and all things
were cut to practically nothing. And I would have to be a surgical patient for it

to pay even that. Of course no other company will insure me and knows a surgical
policy is no good to a person with Lymphsarcoma. I wrote to them and told them
I thought I should have the same type policy as I had before I became ill but
it didn't do any good.
Keep working on them. I hope you can help people like me that need insurance.

As long as we dont need any they will sell us all we can buy but when we really
need it they cut us off with nothing and get away with it.

Thank you,

Adeix M. Nixon,
Hermitage, Arkansas.

P.S.—If I can help in any way, let me know.
Sidney, Ohio, May 5, 1912.

Senator Philip A. Hart,
Chairman, the Senate Antitrust Subcommittee,
Washington, D.C.

Dear Senator Hart : I rarely write our Senators or Congressmen, however
your position, as quoted in The Dayton Journal Herald of Monday, May 1st, was
so strongly in keeping with my sentiments that I am compelled to commend and
thank you for furthering this much needed correction within the Insurance
Industry.

Several years past I had a coronary where considerable expense was taken
care of through the Insurance Policy of the Corporation where I was employed.
I recently retired and no longer have the full benefits of a Corporate program
as when I was actively employed and, further, had to pay approximately $600.
for a medical policy whose benefits were far less than that which I enjoyed while
actively employed. This, too, does not seem equitable but is somewhat beyond
the point.

For months now I have been receiving, almost daily solicitations for Hospitili-
zation Insurance and was interested because of my previous coronary and the
high cost of hospitalization and treatment, but all of them have a restriction of
from one to two years probation against any coverage for a previous illness.

A copy of your statement from the Dayton Journal Herald is attached and I
heartily subscribe to every point you have made and sincerely hope that you will
be successful in having corrections made.
Certainly the profits of the Insurance Companies and the monumental new

buildings they are erecting all over the country confirms your very realistic
approach to their not providing the protection where it is most needed.
One areg. where this might be resolved, at least in part, would be that if the

j

employer did not or could not contribute to the original coverage in effect during
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active employment, then the Insurance Company would be compelled to continue

on the same coverage benefits which the retired employee would pay for at the

employers group rate. I know that in my case this would spare me several hun-

dred dollars due to a five day hospital treatment period which bill totalled

$653.00 and this without Doctor's bill. For your edification, I retired at age 64

in order to avoid the stress and strain of the times.

Again, our thanks to you for endeavoring to bring your program about at an

early date.
Sincerely yours,

Rudolf G. Berg.

Mr. Sharp. That is fine. We appreciate your cooperation. Accord-

ing to your conversion brochure, which you did submit to us, a man
and wife, each aged 50, and one or more children, would have to pay

$734 a year for this coverage, and it will provide only $32 a day to-

ward room and board charges. Whereas, the average room and board

rate is probably double that or more in California. Is that correct?

Mr. BiERSCHBACH. I dou't know what the average room and board

charge is.

Mr. Sharp. Well, we have the figures for 1971 reported by the Amer-

ican Hospital Association. The" average countrywide hospital in-

patient charge per patient per day was $97 a day.

[From tlie Washington Evening Star, May 31, 1972]

Hospital $97 A Day

New York—The American Hospital Association reports the cost of the

hospital of inpatient care for one person for one day averaged over $97 in

1971, a 12.7 percent rise over 1970.

Now, as to the rates in California, do you have any idea as to wheth-

er the rates in California would be more or less than that ?

Mr. BiERSCHBACH. I would think the rates might be a little higher

in southern California than the national average.

Mr. Sharp. If the person covered under the policy had a catas-

trophic illness, this plan, according to our calculations, would pay

only $2,364 ;
yet, of course, we all know that illness costs a lot more

than that.

Do you have any comment on why the benefits offered mider your

individual conversion plan are far less than those offered under the

group policy that the employee had when he was working ?

Mr. BiERSCHBACH. Well,"as I say, I have not studied in detail the

provisions of the group conversion policy.

Mr. Sharp. You are the actuary.

Mr. BiERSCHBACH. The earlier statement I made, sir, about volun-

tary insurance, the individual is covered under a group. There are

certain assumptions as to the health of the person who is working.

You would assume that chances are he is in reasonably good health.

Our experience is that on the loss ratio on group conversion policies

is very high and it is •

Mr. Sharp. Excuse me. Wliat does that mean, "loss ratio" ?

Mr. BiERSCHBACH. The ratio of benefits paid to premiums paid.

Mr. Sharp. The amount you are paying on the claim is high ? You
are paying the people more, you mean ?

Mr. BiERSCHBACH. As a percentage of the premiums taken in, yes.

This goes—I am more familiar with conversion of life insurance

than I am with health insurance, and I know that the mortality rate
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in converted group life policies is much higher than in straight in-

dividual life policies.

Mr. Sharp. But on life insurance it is my understanding that they

charge a standard rate on a converted policy, isn't that true ? If I con-

vert my group life to an individual life, I am charged a standard rate,

isn't that true?

Mr. BiERSCHBACH. You are charged a standard rate, and if you con-

A'ei-t your group health policy you are charged a standard group

conversion rate.

Mr. Sharp. "\Aliich is more ?

Mr. BiERSCHBACH. It is different because there are different benefits.

Mr. Sharp. They are not charged a standard rate under group

health. When I convert from group health to individual, I am not

charged a standard group health rate.

Mr. BiERSCHBACH. You have a different policy, an individual policy,

and you are charged a standard rate for the group conversion policy.

jNIr. Sharp. But it costs more than a similar individual policy would

cost, isn't that true ?

jNIr. BiERSCHBACH. That is probably true.

Mr. Sharp. Now, perhaps you would submit figures to the subcom-

mittee showing comparable costs on converting from a group health

policy to a

]Mr. BiERSCHBACH. I would like to add one point to this discussion

if I could.

]Mr. Sharp. Yes, sir.

Mr. BiERSCHBACH. If we could supply the same sort of coverage

that the original group policy provided to those converting and in-

clude the cost of their coverage in the group premium and could

spread the costs, if you would, back to the group case, we would be

delighted to do so. But I find that the group carrier, is more interested

in covering his active employees and it would greatly increase the

total cost if he had to pick up the coverage on people who had left

his employ.
]Mr. Sharp. Well, does competition prevent you from doing that?

"\^^iat prevents you from doing that ?

Mr. BiERSCHBACH. If the only plan that we had available in the

group area provided that we would have to cover the people who
leave the group and convert to individual policies, our rates would be

higher than those of group carriers who do not make that provision.

And, No. 2, very often a group coverage is a negotiated matter be-

tween the union and the employer and they dictate what benefits they

want to provide, and that is not one that they want to provide.

Mr. Sharp. I would like to move on to a few final points, Mr.
Chairman.
In 1967—I am sure the witness will recall, this subcommittee had

credit life insurance hearings. In part 3 of those hearings, the Bank of

America appeared here. Mr. Larkin of the Bank of America—now,
it is our understanding, the please correct us if we are wrong—that

Occidental carries a group accident and health case with the Bank of

America, is that true?
Mr. BiERSCHBACH. I bclieve that is true, yes.

]Mr. Sharp. You do carry a group accident and health case. At that

time, Mr. Larkin, representing the Bank of America, was talking about

90-319—73—pt. lA 36
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a situation where the Prudential Life Insurance Co. was told by

the Bank of America to reinsure part of the credit life insurance

business back into Occidental and other carriers and at the time the

subcommittee counsel was asking the Bank of America: "Why did

you do this?"

And the Bank of America's Mr. Larkin went on to spell out

:

The relationship between banks and insurance companies covers a wide range.

They carry deposit balances with us. We, on the other hand, will sell off real

estate loans to them. In fact, California, I would say, was built as much on

money that was poured in by insurance companies, you might say foreign imports

from 'the east and other States into California as was generated by our own
savings and loans and banks.

He goes on

:

So there are just a great variety of services that flow back and forth. And then,

too, a bank as large as ours, with some 30,000 employees, has a number of in-

surance requirements, such as the benefits program of the bank. It covers many
types of insurance, accident, casualty, loss insurance, all the things that a bank

does with an insurance company. These create relationships between bank.

Then in response to a question by Mr. Cohen the chief counsel at the

time: "Is the same true of Metropolitan and Occidental?" He asked

about the relationship of the Bank of America with those companies.

Mr. Larkin responded

:

Occidental probably is not quite as well off. But you will note in the schedule

there that Occidental handles our study plan program and it was felt that they

would make it up in this program . . .

Are you familiar with the so-called study plan program that the

Occidental had with the Bank of America? What is this "study plan

program"?
Mr. BiERSCiiBACH. I honestly have never heard of the study plan

program. It is a new one on me.

Mr. Sharp. Is that true of you, Mr. Frost ?

Mr. Frost. That is true for me also, Mr. Sharp.

INIr. Sharp. In the annual statement of the Occidental Life In-

surance Co. or 1971, there is a schedule listing non-interest-bearing

bank deposits of the Occidental Insurance Co. in various banks.

And we note that, with the Bank of America, the Occidental on an

average, for the year 1971, carried from $8 million to $9 million in

interest-free demand deposits.

And yet, for example, with the Los Angeles, Calif., Western Bank
& Trust Company, the average was perhaps $200,000. With the

United California Bank, the average came out to maybe $400,000 or

$500,000, and that was it for the California banks.

Now, from a competitive standpoint, let us assume I am a smaller

group accident health insurance company than Occidental, and I wish

to do business with the Bank of America. I do not have the kind of

assets that I could leave that kind of money in the Bank of America.

How could I compete for the group accident and health business of

the Bank of America ? How could I compete against the Occidental ?

Mr. BiERSCHBACH. Well, I really do not think that the assets that

you could deposit in the Bank of America would have any effect on
their decisions as to whether or not they are going to put their group
benefits for sickness with you.
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Mr. Sharp. According to what the Bank of America told us : "The

relationship between banks and insurance companies covers a wide

range. They carry deposit balances with us . . . so they are just a great

variety of services that flow back and forth.'' Doesn't this indicate

that, from the Bank of America's point of view, there is clearly

established a relationship here. Do you have any comment ?

ISIr. Frost. Yes, I do, Mr. Sharp. You ran off a number of banks.

The Bank of America is the main banking institution as far as Occi-

dental Life Insurance Company. So the deposits would be larger.

Whether the $8 million is typical or not, I do not know. We could

study that and find out.

I think perhaps one of the simplest, clearest examples we have, how-

ever, to the problem that you seem to be seeking here, or seeking the

solution to.

The Bank of America competes, of course, with Occidental and other

insurance companies for a retirement plan business. Their trust de-

partment competes directly with us and at the present time, Occi-

dental is carrying part of their retirement plan business. We used

to carry it all. We have given part of it back to their own trust depart-

ment and they are engaging in probably what is one of the finest

American things you can have, the plain old horserace as to who can

do the best investment job—the investment analyst of Occidental, or

the investment analyst of Bank of America's trust department. I am
sure the bank and their employees will profit from it and I think that

shows, more than anything else, the competitive relationship that

exists between the two institutions in areas where we compete.

Mr. Sharp. I just have two more questions, Mr. Chairman, I think

in fairness we ought to introduce into the record the bank schedule

referred to of the Bank of America.
(Documents follow. Testimony resumes on p. 1112.)
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Mr. Sharp. Now, in your statement, Mr. Biersclibacli, you have said

:

"The element of competition under our economic system is, in our
opinion, one of the most effective regulators of the business."

Perhaps we could agree that competition among the individual
health insurance companies has stimulated a wide divei-sity of avail-

able policies, and there are some that feel that this is beneficial.

Whether or not it is beneficial to the consumer is certainly debatable.

Now, with respect to the price of individual health insurance policies,

it is difficult to understand how competition provides any meaningful
regulation of premium charges w^lien there is such a bewildering array
of policies available, making comparisons almost impossible, except
by the most sophisticated buyers.

Isn't this why a number of States have begun to regulate premiums
on individual health ])olicies in recent years?
Mr. BiERSCHBACH. I think I could quite easily explain, as an acruary,

how competition affects and holds down the price of individual hospital

coverages.

When I am setting the premium for an individual accident health
insurance policy, I can make two mistakes. If I try to set it to liigh,

die policy is not going to sell; and if I set it too low, I am more likely

to lose my money.
So we have to be very careful and the primary force—I mean lx)th

on the open market and from our agencies division—would be to hold
the premium down as low as possible so the policy would sell.

Mr. Sharp. But that means that the consumer must be able to

compare the benefits offered with the price that is charged among the

varying policies, and if you have a confusion of policies and benefits,

it makes the consumers job very difficult and therefore doesn't it become
self-defeating?

The less standardization you have, the more difficult it is to do
price shopping—price comparison shopping. Isn't that a fact ?

Mr. BiERSCHBACH. Well, in California, where we operate, there is

a minimum benefit law, and we comply with the minimum benefit law.

That minimum benefit law is right now under study and the in-

surance commissioner is about to promulgate new regulations.

The variety of benefits that are available make it possible for the

consumer to choose what it is he wants.
Mr. Sharp. Well let me ask you. The individual companies that have

come before us, they have paid back, on the average, 50 cents out of

every dollar with 50 cents usually being tied up in administrative

costs, et cetera. If competition were working, how come this 50 cents

has not been reduced all these years? We have made a study going
back 20 years, and it has been about the same as far as dollars—not

as to percentages, now—as far as dollars are concerned.

If competition has been working, why haven't these administrative

costs been reduced ?

Mr. BiERSCHBACH. Well, in our formal presentation, we pointed out

the care that must be taken in interpreting the percentage of premiums
that are paid out in the form of benefits.

And as I stated in my oral testimony and also my written testi-

mony, Occidental last year paid out 0)2 percent.

Mr. SiiAPuP. You have explained individual business, now, let's move
on to group business.
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In the group area, we could agree perhaps, that competition among
group companies has tended to keep the administrative costs low so

that they may now be between 5 and 10 cents of the premium dollar.

But we have heard testimony that competition does not work with
respect to the 90 cents or 95 cents or more paid out in benefits.

That there is really no price competition among doctors, and among
liospitals and that the insurance companies are merely, as inter-

3nediaries, passing on the costs in rate increases. In the statistics and
data that your company, for example, has submitted, tliey indicate

numerous rate increases on group cases, and I think it should be
l)ointed out that of the $9 billion of commercial health insurance
premium dollars in 1970, $7 billion was group insurance.

The point here is competition just does not seem to be working with
respect to the doctors and the hospitals and, in fact, it's driving up
those costs.

All the insurance companies seem to be doing is passing the 90
to 95 cents off to the public, and the public, of course, here are the
employers and the unions who are bargaining for the benefits. The
taxpayers wind up paying half of this indirectly, a form of tax sub-
sidization

; and, the other half is being paid for in consumers in the
price of the services and goods of the employer.
So just how are we to effectively control in this country these doctor

and hospital service costs which you are passing on ?

Mr. BiERSCHBACii. Well, your question goes to what we are doing
to control costs more than the question about competition between
group carriers.

Mr. Sharp. No; just how is competition working as to group in-

surance companies to control the underlying hospital and doctors pro-
vided costs. How is comj^etition among insurance companies working
to control the bulk of the dollar being passed on in rate increases?
That is what I am trying to get at.

Mr. BiERSCHBACii. I don't know that it is competition that is doing
it, but the insurance industry is taking steps to try to control the costs
of providing coverage to the consumer^

In our written testimony, Ave pointed out that—not in our written
testimony, in the material that was sent to you earlier in response to
the first letter from the chairman. We pointed out that our claims
examiners are trained to watch for excessive charges and for ove]'

utilization.

They are trained to do this and thej^ are—if they detect a case of
overcharge or over utilization, they will refer it to our medical de-
partment and see if our medical department agrees.

If tlie medical department agrees, we will go back to the provider
and sa}', "You have overutilized the benefits. There have been excess
charges." And then we refer them to a peer review group which will
rule on the matter. So we are taking steps to try to hold down the costs.

I might also say that on the individual side, we do the same thing
and right now there are two or three cases pending against us where
we have gone back and said tliere is no justification, there has been
overcharging, and there is one case where we have a $2 million charge
against us for punitive damages. But, nevertheless we are doing this,

we are trying to overcome costs.

Mr. Chumbis If Mr. Sharp ; would
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Mr. Sharp. I have one question on this point here, is it all right,

jNIr. Chairman, to finish this one point ?

Mr. Bierschbach, how many liealth insurance dollars do you pay out

a year approximately ? Do you have any idea ?

Mr. Bierschbach. Well, I have the 1971 annual statement with

me and our benefit payments on accident and health policies, in the

group, is for 1971, $222 million plus; and in the individual area, it

was $10 million plus.

Mr. Sharp. You are paying out $222 million approximately. Do
you have any idea of the number of claims that those dollars represent ?

]Mr. Bierschbach. I Avould not have any estimate as to that. I am
sure, I could get that.

Mr. Sharp. Would you supply for the record the number of claims

that these dollars represented in 1971, and the number of claims that

your company has examined, both group and individual, from a cost

standpoint to determine whether there was excessiveness in the under-

lying provider costs, broken down as to hospital and surgical.

Mr. Bierschbach. We would be happy to do that.

(Documents follow. Testimony resumes on p. 1115.)

Appendix C

Occidental Life of Califorxia.
June 21, 1912.

From : Policy Benefits Division.

To : Mr. Raymond A. Bierschbach.
Executive Vice President and Actuary.

Subject : 1971 Health Insurance Claims Paid.

During your testimony before the Senate Subcommittee on Antitrust and ]\Io-

nopoly. questions were asked regarding the number of claim payments made in

1971. The purpose of this memo is to supply the requested information. I will

break the answer into two parts—Group and Individual.

GROUP health insurance BENEFITS

The figure stated by you of "$222 million plus" from the Annual Statement in-

cludes payment of claims on : Accidental Death. Dismemberment and Disability

claims, reinsurance due on paid losses and other creditor disability insurance

coverage as well as the claims relating to hospital and doctor charges. Elimi-

nating kinds of claims not embraced by the inquiry to you leaves $166,620,962

paid on claims relating to hospital and doctor charges.

Surveys show that hospital, surgical and medical care claims 1.2 drafts are

issued per claim. Using this formula, it is estimated that the draft payments for

medical coverage (1,510.707) relate to 1,258,923 claims.

All claims are carefully examined by trained examiners having as their aides

Group Claim Instruction Manual, Medical dictionaries, guides and instructions

for checking feel level and utilization appropriateness. Where there appears

to be a charge in excess of that we usually encounter for the service rendered,

or over-utilization of services or facilities, such claims are referred for special

review by experienced physicians, dentists, registered nurses and other specialty

technicians. In 1971 there were 19.329 referred for this special review ; approxi-

mately 40 percent were reviewed for possible over-utilization.

Our record keeping, while responsive to our needs, does not make available a

separation STich as requested of you: "divided as to hospital and surgical". We
have studied the mix of claims at our largest claim paying point and find the

distribution to be

:

Percent

Hospital claims 1^

Doctor charge claims 56

Dental services 18

Miscellaneous (drugs, blood, nursing, ambulance, appliances, etc.) 10

Applying these figures to the estimated 1,258,923 claims processed in 1971, we
conclude

:
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Kind

Hospital

Doctor

Dentist

Miscellaneous.

Percent
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expect your bills to be paid by the insurer, the insurer is go'ms: to have

to receive a premium connnensurate with the cost he is going to pay

on it. Is that right ?

JNIr. BiERSCHBAcn. That is correct.

Mr. Chumbris. That is the only way you can do business ?

Mr. BiERSCHBACH. Yes. sir.

Mr. Chumbris. That is the only way we can operate, too. We have

a budget here of some $600-and-some-thousand and we are wondering

wdietlier we can survive the full year because of the additional costs

that have been placed upon our subcommittee by Congress passing an

increase in wages.

And so we have to figure out how we can live within that $600-and-

some-thousand, and if wt don't live within it, at the end of the—in

December or January, there might be one month where nobody is

going to get paid.

I have no further questions, ]Mr. Chairman. I think we have kept

Mr. Amos waiting a little bit too long already.

Senator Hart. Thank you very much.
(Documents relatinir to :Mr. Bierschbach's testimony follow. Testi-

mony resumes on p. 1118.)

Occidental Life Insurance Company of California,
March 11, 1970.

ALL MANAGERS IN CHARGE OF SEPARATE GROUP OFFICES

Subject: Select Risk Underwriting (Confidential).

Tliis bulletin and attachment replace the previous editions of 514. 514.1 and

the Select Risk Underwritins form GMM-1S12 which should be removed from

vour binder and destroyed. The Underwriting Guide attached to 514 should be

retained with the current bulletin. 514.1 is obsolete. The Table of Contents

should be updated to reflect this. The major change is in the conditions for

discounting.
Regional Group Managers are authorized to discount H&S and Major Medical

rates under the following conditions :

1. Employer-employee type cases only, in which no legal problems are involved,

such as lives in New York.
2. Variable type plans with a combined total annual premium of less than

$25,000 or not more than 100 lives.

.3. Benefits and risk must conform to the Group manual.
4. The Regional Group Manager must personally recommend the group as

a select risk and state the reasons why he feels this is a better than average

case. Select Risk Underwriting, form GMM-1S12. (copy attached) indicating

the discount u.sed and the reasons for the discount, must accompany a copy of

each proposal.
5. No first year commission of 20% and 5% graded.

Select Risk discounts may be allowed up to 10%.
On select business, including a take-over case, the Regional Group Manager

is authorized to issue a proposal without prior Home Office approval of the

rate basis. The Home Office underwriter will not re-underwrite cases recom-

mended for a siiecial discount by the Regional Group Manager, and will be bound

by the rates quoted, except in the case of substantial mathematical error. A
pi-operly licensed agent must have been appointed at the time the application is

taken. Each proposal must be checked for accuracy and verified ))y some qualified

person in the office other than the one who made the original calculation.

The Underwriting Guide should be used as an aid to underwriting the more

favorable risks. These guide lines should be reviewed each time consideration is

being given for the special discount.

Fuli responsibility for taking select risk discounts is vested in the Regional

Group Manager. If a Regional Group Manager does not exercise proper judgment

and /or abuses the select risk privilege, it may be withdrawn.
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The current edition of the Select Risk Underwriting Form GMM-1812 should

be ordered on your regular monthly supply requisition Form 8B. Upon receipt

of this order, destroy your existing supply of the previous edition.

Attachment.
Office Code
Regional Group Manager's Evaluation of Empolyer Prospects with less than

$25,000 combined annual premium or with less than 100 lives.

Submit Signed to Director of group sales upon releasing a proposal together with :

1. GMM-1592, and required underwriting forms, and
2. Copy of proposal's benefit and cost pages, listing proposal pages used.

Name of prospect
Why is case out to bid (if takeover)
Select risk discounts used :

Emp. H Dep. H Emp. X Dep, X
Reasons :

Regional Group Manager Date
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brought to the attention of the underwriters, shouhl be referred for post-claim

review. Any change in occupation or any moral hazard that is discovered that

would affect the potential liability of the policy, should be referred to the

underwriters.
When in doubt about referring, ask yourself, "Would it be in the best inter-

est of the Company to insure the individual with this policy in light of this

new information?" If the answer is "No", refer the file. If you are still in doubt,

refer the file anyway.
The file is routed for post-claim underwriting by checking the "Yes" box on

the face sheet under the heading, "Refer to Underwriters." If you have a specific

recommendation for the underwriters to consider, such as to review or to dis-

continue the policy, place those words in the recommendation blank.

When the claim is completed and to I)e closed out, recheck your referral

decision and recommendations, to see if they are still appropriate. If so, close

the claim in the usual manner and the Clerk at the close-out desk will note the

de-sired handling and will refer the file to the Underwriting Department.

Senator Hart. Our next witness will be the chairman of the board

and president of American Family Life Assurance Co. of Columbus,

Ga., Mr. John B. Amos.

STATEMENT OF JOHN B. AMOS, PRESIDENT, AMERICAN FAMILY
LIFE ASSURANCE CO.

Mr. Amos. Mr. Chairman, I am not going to attempt to read in full

the report or paper that I submitted.

Senator Hart. It will be printed in the record.

(The document follows. Testimony resumes on p. 1143.)

Statement of John B. Amos, President, American Family Life Assttrance
Company of Columbus, Columbus, Ga., Before Subcommittee on Antitrust
AND Monopoly of the U.S. Senate, June 7, 1972

MR. CHAIRMAN, MEMBERS OF THE SENATE SUBCOMMITTEE ON ANTITRUST AND
MONOPOLY :

My name is John B. Amos. I am president of the American Family Lire
Assurance Company of Columbus, Georgia and I am grateful for the opportunity
to appear before you today. I wish to acquaint you with some of the antisocial

effects of "COB", the coordination of benefits clause found in most group accident
and health policies and so highly praised by Mr. Johnson of Aetna. I also wish
to defend my Company against a knowingly false and reckless charge made by
Mr. Denenberg, the Pennsylvania Insurance Commissioner, before this Com-
mittee and in explanation of his testimony when talking to the press.

I have with me Malcolm A. Hoffmann, Counsel of the Company. Mr. Hoff-
mann's law firm represents my Company in two litigations pending in the
Federal Courts of Georgia and Florida. These cases charge that "COB" operates
as a boycott against us.

My company, American Family Life, sells insurance against medical and
hospital expenses resulting from cancer. We also sell a token amount of life

insurance and other accident and health policies. We sell our Cancer Plan policy
in 42 states, the District of Columbia, the Commonwealth of Puerto Rico and
the United Kingdom.
During fourteen years of writing cancer policies we have grown from a tiny

company, based in Georgia, to tlie tenth largest writer of individual non-
cancellable accident and health insurance. We sell cancer insurance only to
supplement other medical risk insurance policies and we sell it because most
of our subscribers wish peace of mind against the high probability that the
insured or a member of his family will contract cancer.
We believe in the free enterprise system and we believe that the insurance

industry should be part of it.

We believe that these hearings would have been unnecessary had free com-
petition prevailed in the insurance market. The free enterprise system has an
innate way of fulfilling a need at a price the customer can afford to pay.
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We do not understand how such an important service to the society as medical
insurance can be removed from the competitive forces which tend to improve
the quality and lower the price of insurance. That is not to say that we are
opposed to regulation in the interest of fairness to all concerned. We do, how-
ever, believe that some of the practices used by major medical insurers and
Blue Cross/Blue Shield run counter to the interests of the buying public and
constitute violations of the antitrust laws as I expect to demonstrate in the
course of this statement.
American Family Life Assurance Company of Columbus, Georgia, is a small

company in comparison with the handful of giants writing medical care policies

;

for example, our assets are currently about $21 million. 80% of our business in

force is represented by our Cancer Plan policies which cover solely the separate
risk of cancer. We presently have about 850,000 Cancer Plan policy holders and
we are growing rapidly. These policies bring a sense of security to persons who
face up to the fact that cancer is the second largest cause of death among all

diseases in this country. I said that we afford security against this killer but we,
by no means, can fully offset its terrible economic effects upon a family and do not
purport to do so.

Broad based insurance coverage is generally believed to be intended to cover
all medical expenses. This is not necessarily so. Blue Cross/Blue Shield is the
largest writer of this insurance and this Committee is familiar with its group
approach. However, group medical care insurance often has notable exceptions
and limitations. Blue Cross, for example, does not generally cover charges for
blood. Commercial carriers usually exclude certain expenses associated with
mental illness. Surgical procedures if performed in a physician's oflSce may not
be covered. "Allowable Expenses" are truly only what the carriers consider to
be allowable.
While group major medical and other broad base coverage is intended to pro-

tect against large expenses associated with all types of medical problems, as a
real life matter, that is a theoretical objective only, because as in the case of
life insurance, a person may be covered for $1,000 or for $100,000. The levels of
group medical care insurance can range from inadequate to seldom adequate.

Writers of special risk insurance, such as ourselves, cannot compete with the
carriers selling a broad based coverage although broad base policies necessarily
compete with the special risk insurers. The special medical risk is included
ordinarily among the risks covered on the broad based insurance. To the extent
that the broad base insurance contains, as it almost always does, COB provisions
about which I will comment later, the COB provisions, when applied, eliminate
the utility of special risk policies. But we have no desire to substitute our policy
for broad risk and, of course, never sell it in this way.

Let me be equally emphatic in stating that special risk insurance, such as
cancer insurance, is not a substitute for broad base coverage ; it is solely a sup-
plement. In no case do we believe that it is reasonably possible for cancer insur-
ance to be misrepresented as broad base coverage.

WHY DO PEOPLE BUT SPECIAL RISK INSURA^-CE

Special risk insurance has been around since the beginning of insurance
time. The giant Travelers Insurance Company started by writing accident in-
surance, with health policies entering the scene in 1899.' Airline trip insurance
is but an extension of safe voyage insurance of the hazardous sea faring days.
Double indemnity is a very prevalent special risk insurance coverage which pays
only upon accidental death. Dread disease supplements have been available
as a Blue Cross optional coverage rider for many years. Polio insurance was
conmaonplace in the pre-Salk Vaccine days. It parallels the concern of the
times. Today cancer insurance is becoming prevalent: it reflects the public's
concern about cancer. They are buying peace of mind through extra coverage.

ARROGANCE OF INSURANCE COMPANIES

The broad based medical insurance carriers claim that there is a virtue in
the proposition that the hurt and sick should be paid only to the extent that they
(the carriers) consider "Allowable Expenses". This principal is subsumed under
the^ihrase "100% reimbursement". In their actuarial calculations they list as
100% reimbursement the payment of hospital, doctors and medical bills as spe-
cifically defined in their broad risk policies. They often assert that 80% of that
covered ri.sk is an optimum point beyond which carriers ought not to go. Some
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of these pat phrases of the insurance industry ought to be analyzed by this

Committee.
First, the justification for not paying more than 100% of accident and health

policy designated risk is said to be that "over insurance" is bad. Health insurance

Assciation of America and other insurance associations claim that "over in-

insurance" will induce malingering and sloppy hospital administration with
such consetiuences as unnecessary diathermy treatment, unnecessary diagnostic

measures, etc. The carriers say they must also prevent doctors from sending pa-

tients unnecessarily to hospitals and keeping them in hospital beds too long.

Implied in this justification for limiting insurance is that the insurance company
managers have higher standards and better morals than hospital administrators

and licensed physicians together with more knowledge as to the management
of hospitals and the proi>er behavior of physicians.

I have read the testimony of Mr. Denenberg, the Insurance Commissioner of

Pennsylvania, before this Committee and he went so far as to suggest that an
insurance company claim clerk by looking at doctor's records can determine, after

the event, whether or not an operation was justified. A doctor's record, he asserts,

will establish whether the doctor was prone to unnecessary surgery. Mr. Den-
enberg concludes that after such a check of a doctor his patient should be

denied payment of his claims and offered the alternative of suing the doctor

for malpractice. This point of view reflects the extraordinary arrogance of

the insurance industry generally, and this Insurance Commissioner in par-

ticular.

There is no magic in the "100%" as a guide for compensation. First, what is

ment is the abstract 100% payment to the insured of precisely the si>ecific med-
ical expenses as defined in the sickness and health policy. Those medical expenses

do not cover the full spectrum of medical expenses. I have never examined a

policy which did. A hurried trip to the hospital in a taxi-cab, the need to bring

a mother by airplane to the bedside, tJie need for immediate non-medical as-

sistance or substitution is not covered. There ai-e many risks associated with
accident and sickness which are just as real and just as important as the risks

covered on the face of the policy which are never covered by the policies.

Secondly, there has never been a demonstration made by the insurance indus-

try that so-called "over in.surance" is a real social problem.

At one time the Health Insurance Association of America made a study of a

hospital in order to determine whether the length of time .spent in bed could be

correlated with multiple insurance policies ; the result demonstrated just the

opposite, and although the study has been misleadingly used we have not been
able to find any other studies of this kind being made. "Over insurance" is an
invention of the insurance industry in an effort to reduce benefits paid to

people who are ill. My general impression is that doctors are much maligned
and that they constitute a decent hard-working profession which has no need
to engage in fraud or chicanary. Indeed, in most of the United States the doctors

have a real problem in finding hospital beds for their sick patients and would be
more inclined to remove a patient from a bed quickly than leave him there

unnecessarily. I am not qualified to comment on whether or not their fees

should be regulated. Hospital administrators are not in the business of selling

diathermy treatments, or unneces-s^ary x-rays, and have no incentive for doing
so when their hospitals are full and behind them are long waiting lists of people

who have real need for hospital facilities.

The entire justification for this concept of single insurance is a myth and a
libel. The justification becomes particularly absurd when it is applied against

a patient suffering from cancer. Cancer, in its more mordant form, is a sure
killer and presages a long, painful illness. There are pi-ecise diagnostic tech-

niques of scientific nature which indicate the presence or al)sence of cancer.

Its symptoms are of such involuntary character that they cannot be artificially

simulated. Consequently, any notion that public policy requires a single payment
to cancer patients is both cruel and absurd.
A real risk which the cancer patient experiences, beyond his pain and the

prospect of an early death, is the destruction of his family, his position in

society and the enormous burden he becomes as his illness progressively renders
him less able to perform his life's functions. No niunber of policies or any amount
of money can compensate the cancer patient for this tragedy. There is nothing
in these policies which covers loss of income, increased travel expenses, loss of
relative's time from employment, the unusual changes in family life necessary
to cater to the terribly ill or dying patient and at best the principle is an
abstract principle which has no support in reality.
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Had overinsurance really been a problem it could have been easily cured
by underwriting and declining to insure a person who already had coverage.

The fact is the carriers like to sell overinsurance. They like to collect premiums
on policies they will never have to pay claims upon because of the COB
provision. That is the crux of the thing.

You may, within some limitation, buy as much travel insurance as you want
notwithstanding that you might blow up an airplane to get the benefits. You may
write as many policies on your life as you want, given insurability and ability

to pay, notwithstanding the circumstance that you may openly or secretly com-
mir suicide. The insurance companies protect themselves against these possi-

bilities by fixing their own rates which include the risk of airplane destruction

and suicide as premium factors. There certainly exists no more reason for

allowing multiple policies on life than on health.

COORDINATION OF BENEFITS PROVISION ("COB")

The Coordination of Benefits provision was formulated as a result of joint

action among the carriers and through their trade associations and was worked
out in detail in a Model form which the associations recommended to the in-

dustry near the end of 1962. It was not then and never has been sanctioned by
the National Association of Insurance Cbmmissioners. Thereafter, a COB
pi'ovision, either in the precise recommended or similar form, was adopted by
almost the entire medical insurance industry. The Coordination of Benefits pro-
vision, or "COB" as it has become known, provides for confiscation by insurance
carriers of sums otherwise payable to sick or injured insureds by other insur-
ance companies on policies for which a full premium has been paid. The very
designation "coordination of benefits" was adopted for the admitted purpose
of confusing the public. The term "reduction of benefits" would have been more
descriptive and appropriate. The coordination of benefits woi'ks in this way. If

an insured under a group medical plan is also an insured under another group
medical plan as the dependent on a working spouse's policy, an order of pri-

ority is spelled out. Where the husband works for General Motors and receives
as part of his compensation medical coverage for himself and his family, and
the wife works at Ford and receives as part of her compensation medical cover-
age for herself and her family, and a claim arises on the husband, General
Motors' carrier would pay all of the "Allowable Expenses" under its policy
before any call would be made upon Ford's carrier. Ford's carrier would pay
any difference between the "Allowable Expenses" under the General Motors
policy and the "Allowable Expenses" under its own policy. As an example, if

the surgeon's fee were $500 and the allowable sum under the General Motors
policy were $300 and under the Ford policy $400, Ford's carrier would be called
upon to pay $100, not the full difference between the surgeon's bill and the
$300 paid by General Motors' carrier. If the wife is the claimant. Ford's carrier
would go first and General Motors' carrier would go excess to its allowable
limits. A child of the couple would be primarily charged to the Father's carrier,
with the Mother's carrier picking up excess.

But, in order to whip the industry into line and force the adoption "of the
"COB" provision, one other provision was added. It is termed the "dumping
clause". It provides that in the event one or the other policy does not contain
a coordination of benefit provisions, then that policy shall be primary payer in
all instances, and the policy containing the provision will only be excess to the
extent of its allowable limits.

The carriers agree to exchange information and to cooperate in policing the
payment of claims to the extent necessary to reduce the benefits each shall pay
out.

In the above illustration, should either the husband or the wife buy a cancer
policy from us on any group arrangement, whatever sum we paid on a cancer
claim would be deducted in toto from any sum that the basic group carrier or
carriers would be otherwise obligated to pay, and the insurance which they
purchased from us and paid for out of their own hard earned money would
return them not one cent. Thus, it can be seen that they are coerced and intimi-
dated into not subscribing to our plan, and we have been boycotted and a market
closed to us.

This curtailment of benefits is said to have been designated to eliminate what
the Associations have sometimes referretl to as "profit" to the insured, for example,
his profit on cancer. See "Report of the Health Insurance Association of Amer-

90-319—73—pt. lA 37
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ica", Nov. 30, 1961, page 8, and see also the "Second Report" of the insurance-

association, dated Dec. 10, 1962. and containing the precise form of suggested

Model COB provision. These documents are attached to my statements, as

Exhibits A and B respectively.

In my opinion the COB provision is a handy gimmick to reduce expectable
benefits where multiple policies exist and to swell the revenues of private medical
carriers and their employer customers.

It is estimated that the insurance industry by the use of coordination of bene-

fits deprives insureds throughout the country of a total in excess of $100,000,000

each year in benefits for which a full premium has been paid either by the insured
or on his behalf and as a part of his compensation by his employer. Blue Cross
of Florida alone "saved" .$5,000,000 last year and Aetna, according to the testi-

mony of Mr. Johnson before this Committee, "saved" over $15,000,000. It could,

well be that since the beginning of "COB" insureds have been deprived of over

a billion- dollars of monies to which they were entitled.

It is interesting to note that Blue Cross/Blue Shield did not originally go

along with the COB provision but were subsequently forced into using it as a

result of being "Cobbed" against. They referred to it time and again as a

"dumping clause" which dumped all the claims of commercial carriers on them
first, permitting the commercinl carriers to pick up only any claims residues.

Speaking of the non-competitive medical insurance industry, Mr. Woodcock
said in his testimony on May 10. 1972: "However, this competition is controlled

by a small group of giant companies. Ten giant health insurance companies write

60 percent of the total group health business rounded up by the commercial in-

dustry. And these dictate the rules of the game to the rest."

COB has damaged my company's possibilities in writing policies and has.

excluded me from many places. American Family Life sells much of its cancer

insurance on a franchise basis. Franchise insurance is individual insurance, sold

to employees of an employer as a unit, but underwritten individually. As we
have seen, part of COB is a "dumping clause" providing that companies whose
policies do not contain COB must always pay first. We do not and cannot par-

ticipate in coordination of benefits. When one of our claimants is covered by

both our insurance and by a broad risk health insurance policy, as we be!i«jve

he ought to be, we are the only company to pay him unless his expenses exceed

the limits of our policy. The broad risk company refuses to pay even though it

has accepted and invested a premium. The employee then discovers that he has.

received only one benefit for two premiums. The consequence to us has been

that in some instances employees have chosen to drop our insurance, and, often,

employers decline to cooperate with us in premium deductions.

We are boycotted by COB which always makes us the primary payor. Two
lawsuits, Dnein Georgiii and one in Florida, in the Federal Courts, are designed

to give us relief from this boycott. Mr. Hoffman is available to answer any ques-

tions you may have concerning these cases.

Gentlemen, these lawsuits depend on Section 3(b) of the McCarran-Ferguson
Act which outlaws boycott, coercion and intimidation at the hands of insurance-

companies. But. as this Com.mittee well knows, insurance companies are other-

wise exempt from operation of the antitrust laws when a particular restraint

is under regulation by the state. That exemption may have been the biggest

and most selfish power grab of the century.

Not ourselves alone but all writers of special medical insurance are subject to-

boycott to the extent that the broad based carriers wish to COB against them.

Blue Cross and Blue Shield, in the State of Florida, have asserted the right to

COB against our cancer policy even when it is written on an individual door-to-

door basis. Cob is self-enforcing. The "dumping clause" of COB not only prevents

the claimant from receiving the two benefits for which he has paid, but it al.^o

increases the expenses of companies not using COB above the level of those-

companies using COB, since the former must always pay. For this reason many
companies have adopted COB who otherwise might not have. This was intended

as the enforcement provision. Either join the .system or get out of the healrli

insurance field. Tyike the "Godfather" they make a proposition you can't afford-

to turn down. Not even Blue Cross could reject the proposition. No company
can afford to be in the position of always paying first, and still compete with the

others. Thus, the boycott is enforced by economic coercion, and most carrier.s:

who stay in the health insurance field are forced to join the conspiracy.
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It is believed that at least 95% of all group medical insurance now written
contains a COB provision.

MISLEADING REPRESENTATIONS OF MR. DENENBERG

Gentlemen, Mr. Denenberg, the Commissioner of Insurance for Pennsylvania
came before this Committee and made charges involving my company which I

consider to be both false and knowingly misleading.
At page 298 of the Transcript of his testimony he spoke of cancer insurance

and other dread disease policies saying, "They can be marketed at what seems
to be a low premium, because it is geared to return only a small percentage of
premiums in benefits." Later, at page 307 of rhe Transcript, he said, ".

. . we have
a company in Pennsylvania selling cancer insurance that is returning 7 cents
on the premium dollar, and, as I say, you can do better with the Pennsylvania
lottery that returns 45 percent, which is better than auto insurance, and very
close to being as good as individual health insurance." Finally, in talking to the
press he did not hesitate to identify the company referred to in this way as the
American Family Life Insurance Company, of which I am president.

This Committee will understand that vre do not write cancer insurance to peo-
ple who have cancer at the time when they apply for our policy. We write our
insurance for anyone else. It is not to be expected that in the first few years of
the policy's life the insured will contract cancer. We have only done business
in Pennsylvania since July 1970. I emphasize this circumstance because we had
been selling policies in that State for the very short period of 19 months at the
close of business, December 31, 1971. Of course, we have only paid out 7% on
claims in this short period.

Beginning our sales effort in Pennsylvania only in June of 1970, we i.s.'^ued

only 1,712 policies during the entire year. It is logical to assume that most of
these policies were issued in the last quarter and subject to a 120 day waiting
period. We issued 6,226 policies in 1971, an<l it is also logical to assume that most
of these were issued in the last part of the year, because in the production of
new business there is a spiral effect. You have to sell tlie first policy before you
can sell the next two, and you have to sell the first 10 before you can sell the
next 20—the next 20 coming much easier than the first 10. We therefore must
conclude that because of the waiting period our exposure in Pennsylvania during
the years 1970 and 1971 was at a minimum.
The average age at the time of issuance of our policy is age 47, while the

average age at the time a claim is first submitted is age 60. We have monitored
various blocks of cancer business over the years and they have aggregate loss
ratios ranging from 30% to as high as 88%, the higher ratio being associated
with the older business.
We have experienced loss ratios by policy years as follows :

Policy year and percent of loss ratio

1 1,
2 30
3 3g
4 42
6 150
S 60

10 ::::::::: '70

•
^^Projection based on experience to date of rather small blocks of cancer business issuedm the beginning of the company's cancer insurance sales activities.

Mr. Denenberg, a self-proclaimed insurance expert v/hose total experience has
been confined to the classroom and consultation, could not have failed to realize
that there could be no meaningful payout experience in the Commonwealth of
Pennsylvania until at least six or eight years have elapsed. We, however, must
set aside a reserve for the payment of claims and we do this on a proper actuarial
basis. More significant than anything that Mr. Denenberg may sav concerning
our policy is the approval of our policyholders themselves who, for the most
part, do not permit our policy to lapse even though it is written on a yearly
basis; they carry it through the time period when cancer is most likely to strike,
and have every opportunity to learn whether or not it is worthwhile coverage.'
The lapse rates of all our cancer business in force are as follows

:
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Policy year and percent of policies lapsing in policy year
1 20
2 _ ___ 15

3 12

4 10

5 8

6 and thereafter 7

Mr, Denenberg may be disturbed that the Coui-ts of Pennsylvania overturned
his administrative ruling barring the sale of cancer insurance in Pennsylvania,

but I see no need to go any further in defending ourselves against the charges

of a man who stated in answer to Senator Guruey's question, "The insurance

companies will make a decision as to whether that appendectomy was done
properly or not," (Transcript, page 341)

.

So much for Mr. Denenberg.

RECOMMENDATIONS

It is my belief that the free enterprise system carries within itself its own
seeds of destruction. Left to its own devices and free of all restraints it will

destroy itself. It will freely fix prices, freely monopolize, freely boycott, freely

destroy competition to the point that it is no longer free enterprise but con-

trolled enterprise—conti-olled by the greedy and selfish few, turning out an infe-

rior product at the highest cost the traffic will bear.

American industry was closely approaching that point around the turn of the

century when Congress enacted the Antiti-ust Laws. Yet the largest industry in

the country, dwarfing all other industries and combinations of giant industries,

has been exempt from the protection of the Antitrust Laws, except in the limited

case of boycott, coercion and intimidation. I use the word protection because in

the absence of the Antitrust Laws free enteiprise would be a phrase foreign to

the people of the United States in this year 1972.

I truly l)elieve that we are faced with a health insurance crisis today because
competition in the insurance industry does not exist. Yes, it exists at the local

agent level, but at the top it is one big, happy family run solely for its own good
by countless committees of over 200 insurance trade associations.

This industry, controlling assets in total approaching the size of the national

debt of the United States, has the power to control the stock markets, to buy
control of any industry, even to manipulate and fix the price of gold. It cannot be

allowed longer the absolute freedom that it enjoys outside the Antitrust Laws.
It must not be allowed freedom to destroy itself as it apparently is doing in the

health insui'ance field.

In closing, I recommend to this Committee that it give serious consideration

to the question of whether or not the insurance exemption embodied in the

McCarren-Ferguson Act should be repealed by the Congress so that insurance
companies are subject to the "Magna Charta" of free enteri^rise which is em-
bodied in the Shenuan and Clayton Acts. Their constant exchange of competitive

information taking place in endless meetings, their joint activities expressed
through hundreds of trade associations, their joint representations to commis-
sions and governmental bodies as the end products of all agreements, all suggest

that the insurance companies continiially conspire together for their own benefit

and to the disadvantage of the policyholders and the economy at large.

I also suggest that this subcommittee call for the records of the insurance
companies concerning the coordination of benefits provision, and we shall be
glad to cooperate in such an investigation. I believe that the Commission will

learn that overinsurance as related to the use of COB is sheer pretext, and that

the real pui*pose of COB is to reduce the payments to sick people holding policies.

Forced to compete, in the truest sense of the word, in the marketplace, the

insurance industry of this Nation can and would rise to the occasion and provide

fully for the health insurance needs of the population at a price the public

would be willing and could afford to pay.

I thank you, gentlemen, for your time.
.ToTiN B. Amos,

President and Chairman of the Board,
American Family Life Assurance Company of Columbus, Ga.
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Exhibits A and B to the Statement of John B. Amos, President, American
Family Life Assurance Company of Columbus. Columbus, Ga., Before
Subcommittee on Antitrust and Monopoly of the U.S. Senate, June 7, 1972

Health Insurance Association op America,
Chicago, III., November 30, 1961.

Group Health Insurance Aspects of Overinsurance Against Hospital,
Surgical, and Medical Expenses

Attached to this bulletin, for the information and guidance of member com-
panies, is a study entitled "Group Plealth Insurance Viewpoints on Overinsur-
ance" which has been prepared by a Joint ALC-HIAA-LIAA "Study Group" ap-

pointed to research the group health iusurance aspects of overinsurance. This
study has been concurred in by appropriate committees—in the case of the
HIAA. by the Committee on Economics of Finanicng Medical Care and its

Subcommittee on Overinsurance—with a request that this general distribution

of the study be made.
This study of health overinsurance as it affects the group coverages is timely

for several reasons. The health insurance business has been under criticism from
physicians and other health service providers for creating a financial incentive,

through overinsurance, for hospital patients to try to stretch their stays in
order to enhance the profit from overinsurance. Also, the health overinsurance
problem in the individual policy field is presently under scrutiny by the Na-
tional Association of Insurance Commissioners, although primarily in terms
of what amendments are needed in the Uniform Individual Accident and
Sickness Policy Provisions Law to allow companies to include effective clauses
in their individual policies to counteract the wasteful aspects of overinsurance on
cliiim costs. Group Health insurance policies, not being subject to such uniform
policy provision requirements, will not be directly affected by the outcome of
the individual policy proposals now before the NAIC, but may be indirectly

affected.

Among other matters, the Study Group explored such issues as what "other
valid coverages" should be taken into account in providing for reduced claim
payments to prevent a claimant from making a profit from overlapping health in-

surance protection, when such a profit shall be deemed to have occurred with
resi>ect to a claimant having both insured and uninsured expenses, and how in-

surance benefits might appropriately be cut back, by policy provision, when
the combined claim payments would otherwise produce a profit to the claimant.

Additional copies of the attached study are availal)le on request. This matter
of health overinsurance in the group field will continue to receive the attention

of committees of the three Associations, so that the current study may be re-

gai'ded as a "progress report". It is not anticipated, however, that a further
release of this type will be made until after further NAIC consideration of the
corresponding individual policy aspects of this issue has taken place and a pos-

sible course of action has taken tentative form.
This bulletin is also being sent to persons who receive HIAA Insurance De-

partment Bulletins, the Committee on Economics of Financing Medical Care
and its Overinsurance Subcommittee and Group Task Force and Individual
Task Force, the Group Insurance Committee, Individual Insurance Committee,
and Legislative Committee.

Group Health Insurance Viewpoints on Overinsurance

conclusions

In preparing this paper the Study Group on Non-Duplication of Acci-
dent and Health Insurance Benefits reached certain conclusions which are set
forth below with the hope that they will be of some help to those who must
make policy decisions with respect to the solution of the overinsurance problem.
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(1) APPROACH

No single approach in use today seems perfect. It would appear that much
work needs to be done to make anti-duplication provisions more practical and
economical to administer and more acceptable to the insuring public.

(2) OTHEE VALID COVERAGE

The Study Group was divided as to whether other valid coverage should be

limited to Group and Governmental plans or should be unrestricted so that each

carrier would have the right to define Other Valid Coverage in as broad a

fashion as the carrier deemed practical. There was general agreement, however,

that the third party liability payments should be handled, if at all, by a special

subrogation provision rather than by inclusion in the definition of Other Valid

Coverage.
(3) EXPENSE BASIS FOR MEASURING OVERINSURANCE

After due consideration of the rights of the public, the Group policyholders

and the insurance carriers, a majority of the Study Group feels that overinsurance

should be measured on the "total expense basis," (that is, no compartmentaliza-

tion) and that the definition of allowable expense should be "any necessary, rea-

sonable, and customary expense, all or part of which is a covered medical expense
under at least one of the plans involved." The minority feels that compartmentali-

zation of all hospital expenses from all other expenses should be permissible and
that allowable expenses might be limited solely to the covered medical expenses

of one's own plan.

(4) TIME BASIS FOR MEASURING OVERINSURANCE

The Study Group recommends that each insurance carrier have the right to

select its own time basis for measuring overinsurance, subject only to the require-

ment that this time basis be at least either 30 consecutive days or a calendar

month.
(5) BENEFITS PAYABLE WHEN OVEEINSUBANCE EXITS

The Study Group recommends that each insurance carrier should make such

of its plans as contain aii anti-duplication provision excess with respect to other

valid coverage which does not contain such a provision. However, with respect

to plans which do likewise contain an anti-duplication provision, each insurance
carrier should have the right to use either a primary—secondary carrier ap-

proach or a proration approach to determine the benefits payable. Furthermore,
regardless of the approach used, the insurance carrier may, if it so desires, allow

the benefits of the other plan or plans to offset any deductible or coinsurance

features required by its own plan.

It should be clearly understood that no carrier will pay out, in its chosen
period of time, more in benefits under its anti-duplication provision that it would
have paid in the absence of an anti-duplication provision.

(0) POLICY PROVISIONS

In the interests of the public, and more particularly in the interests of facili-

tating the handling of claims involving overinsurance, the Study Group rec-

ommends that the anti-duplication provision specify in complete detail such
items as other avlid coverage, the expense and time bases for measuring over-

insurance, and the benefits payable when overinsurance exists, both when there

is and is not another anti-duplication provision involved.

The Study Group also recommends that a facility of payment clause to other

carriers be included whenever an anti-duplication provision is used in order to

permit the handling of situations where one carrier has paid more than the

amount of benefits it would pay in accordance with its anti-duplication provision

and the other carrier has not. Such a clause should permit carriers to honor
more quickly "authorizations to pay benefits to a provider of service."
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(7) TJNIFOBM NOTICE OF OTHER COVEBAGB

Finally, the Study Group Recommends that consideration be given to the

development of a list of the pertinent data which one carrier should send
another when it believes that multiple coverage may exist

James Chapman,
2Ve«? York Life Insurance Co.

LiNDSEY D. Hanna,
Cownecticut General Life Insurance Co.

Harvey S. McGranahan,
John Hancock Mutual Life Insurance Co.

C. Gilbert Noren,
Prudential Insurance Co. of America.

Luke O. Travis,
Metropolitan Life Insurance Co.
Daniel W. Pettengill,

Chairman Aetna Life Insurance Co.

I INTEODUOnON

In tlie United States, an individual is free to choose both the extent to which
he will insure himself against the costs of medical care and the means of doing
so. In a growing number of instances, the individual obtains this protection
from more than one source. To the extent that each source covers a different
class of medical care expenses, such multiple coverage would appear to be harm-
less and perhaps even desirable. Hov/ever, when protection against a given ex-
pense is obtained from two or more sources and the total of the benefits payable
from aU sources exceeds the amount of the expense, a situation, commonly
known as overinsurance, is created.
One part of the overinsurance question is the incentive created for the insured

to incur a particular medical expense for the purpose of reaping a possible
substantial "profit" rather than incurring the expense solely out of medical
necessity. This creates an unfavorable situation from the vie^^^>oint of the sup-
pliers of medical care, who look with disfavor upon any mechanism that per-
mits the patient or the receiver of their services to make a profit from services
they perform. A second i>art of the overinsurance question relates to the results

that may follow when tlie provider of the medical service or supply concerned
is tempted to raise his charge to the level of benefits available so that he, rather
than the claimant, will profit from the duplication of insurance benefits. To the
extent that such unnecessary medical care is used or such excessive charges are
made, the total cost of medical care is increased and hence the cost of ijro^dding
the insurance benefits for medical care is artifically inflated. It seems obvious,
therefore, that insurance carriers, providers of medical services and the buying
public all have an interest in minimizing the possibility of profit through over-
insurance.

Medical care costs have been rising rapidly for over a decade and still siiow
no signs of leveling off. Consequently, the public has become very cost (wnscious
and will not be tolerant of unnecessary premium rate inci-eases.

The precise extent of multiple coverage is not known, nor is the portion
thereof which represents overinsurance known. Tlie Health Insurance Couicil
estimates that 12.9% of insured people have multiple coverage and a small sam-
ple study in 1959 by the Council revealed that approximately one out of every
ten insured hospital patients had multiple hospital expense coverage wliich
paid aggregate benefits of .$1.44 for eveiy $1.00 of hospital expense incurred.

Since over 128,000,000 Americans have some form of voluntary health in-

surance, and since the scope of the benefits provided by this insurance is con-
stantly broadening, even a small percentage of overinsured persons can rerre-
¥ent a substantial dollar hazard.

Another indication that overinsurance is a problem can be found in discus-
sions with hospital administrators who have found accounting and collection

problems as well as overutilization of hospital services. Where Blue Shield plans
liave a full service featvire for low income groups, the participating physicians
liave become sufiiciently concerned about overinsurance that they will seldom
honor the full service feature when the individual has multiple coverage. Then,
too, some medical review committees have declined to review claims involving
questionable fees when multiple coverage existed.
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One of the main sources of multiple covei'age today stems from concurrent

employment of both husband and wife. This is further augmented by the de-

mands of a segment of organized labor for employer-pay-all insurance plans. In

some such instances, both management and labor realize the economic waste of

this multiple coverage and act to avoid it initially. More often, however, it is

a premium rate increase that focuses attention on the problem.

With so many segments of the public concerned about overinsurance, it is

obvious that insvirance commissioners are also concerned about it. While rela-

tively few states have specific laws on the suljject. several state insurance

departments ai*e currently reviewing their position with respect to policy pro-

visions dealing with overinsurance. Furthermore, two committees of the National

Association of Insurance Commissioners are now jointly studying this very com-
plex subjec-t of overinsurance.
Group insurance carriers have made progress in handling the overinsurance

problem, but much remains to be done. This is evidenced by the April, 1959
Survey of Use of Policy Provisions To Avoid Overinsurance conducted by the

Health Insurance Association of America and sent to its member companies on
December 28, 1959. It is essential that state laws and regulations, to the extent

that they may be necessary, should pei-mit a high degree of experimentation with
policy provisions designed to control overinsurance in order that better solutions

than now exist may be discovered, tested and implemented.

II GROUP UNDERWRITING CONTROLS AND THEIR LIMITATIONS

As far as any one gi'oup health insurance plan is concerned, it is both simple
and practical to avoid overinsurance by limiting the benefits provided by the

policy to not more than the actual charges incurred. This principle is generally
followed today. Controlling the overinsurance that occurs through multiple

coverage of a given type of expense is an entirely different matter however. If

an employee works for two employers, both of whom have group insurance
plans, the group carriers themselves are powerless to prevent multiple coverage.

Indeed if both plans are union negotiated, even the individual employee is

usually unable to avoid joining both plans.

A more common type of multiple coverage arises from the present day practice

of covering not only employees but also their spouses and dependent children.

A group policy may so define a dependent that only persons who are wholly
dependent on the employee for support will be covered. If this approach is used,

the group policyholder has the difficult problem of determining what constitutes

dependency and then applying the rules to each employee. Very few employers
are willing to undertake this difficult and distasteful task even though it would
reduce multiple coverage. This approach is also unsatisfactory to labor because
there are many nonclependent spouses who nevertheless need the group coverage
becau.se no similar coverage is availal>le at their place of work, or if coverage is

available, it is not as broad as that provided by the employer of the employee.
A few employers are endeavoring to use a definition of dependent which makes

ineligible any person covered under any other plan. If labor turnover is high, the
administration of such a dependency definition is difficult. The employee fre-

quently forgets to report changes in a dependent's status with the result that
the employee has either contributed for a dependent's coverage long beyond the
time the dependent ceased to be eligible or the employee has failed to request
coverage for a dependent who no longer is covered elsewhere, with the result
that a claim arises with no protection available at all. Moreover, this approach
creates an undesirable situation when the dependent is covered as an employee
under an inadequate non-contributory medical care plan under which she may
not elect to discontinue coverage so as to become eligible under her husband's
plan.
The foregoing applies primarily to duplicate group coverage. The very nature

of group insurance, which is the mass enrollment of many persons without
evidence of insurability, makes it impractical to avoid duplication of group
insurance and individual insurance. When an employee is uninsurable or does
not expect to stay covered under the group plan for very long, he may well
desire to have individual coverage in addition to the group insurance coverage.
While sound group underwriting is essential, it is evident from the foregoing

that underwriting can afford only partial control of overinsurance. It is equally
evident that what is needed is a proyision which will permit the regular benefits
of the group plan to be payable when the individual has no other coverage, but
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-R-hich will reduce these benefits to such a poiut that the individual does not make
a profit when he has other insurance covering the same loss. Such a provision

will be referred to hereafter as an anti-duplication provision. This provision

seems like such a simple solution to the problem of controlling overinsurance

that the casual observer is surprised to find that the relatively few group

policies contain such a provision. The reason for the absence of such a provi-

sion lies partly in the history of group insurance and partly in the practical

problems involved in administering an anti-duplication provision.

III. HISTORY OF ANTI-DUPLICATION PROVISIONS AND PRACTICAL PROBLEMS INVOLVED

IN THEIR USE

Fifteen years ago, group medical care benefits were modest—usually limited

to hospital and surgical expenses. The amount of multiple coverage was small

then and the risk of overinsurance was not considered significant by group

underwriters. It was generally reasoned that any "profit" a claimant might

make on his hospital expenses would be needed to pay his uninsured expenses,

such as nurses, drugs, and other doctors' bills. Then Major :Medical coverage

was developed. This covered such a wide range of medical expenses that overin-

surance could no longer be ignored. Hence, the insurance companies began to

experiment with anti-duplication provisions in group Major Medical policies.

This experimentation has indicated the following practical problems.

The initial reaction of both employers and employees to the use of an anti-

duplication provision is that of opposition because people dislike having benefits

reduced. Thus, substantial effort must be put forth by the insurance carriers to

educate the public on the essential need for such a provision. Until the educa-

tional process has been accomplished, it may well be necessary to use anti-dupli-

cation provisions which are less extensive in scope than would be desirable for

a tight control on overinsurance.
The tremendous importance of public support becomes apparent in the actual

administration of an anti-dumping provision. In order to apply the provision,

it is first necessary to determine the existence of other coverage. For all forms
of individual coverage, and some forms of group coverage, the claimant is the

primary, if not the only, source of information. Since no one likes to have his

benefits reduced, there is a strong temptation for the claimant not to report

other coverage. Indeed, many people feel it is essential to apply the anti-dupli-

cation provision solely to plans whose existence can be determined from some
source other than the claimant.

It is necessary to determine not only the existence of other coverage but also

the precise benefits payable by such other coverage. Since claim data is confi-

dential, the permission of the claimant, the patient, and any group policy-

holders concerned, may be necessary before the insurance carriers involved can
exchange the information necessary to permit settlement of the claim.

Even where full cooperation exists, the existence of an anti-duplication pro-

vision lengthens the amount of time required to settle a claim, particularly when
other coverage does exist. This delay is intensified at the present time because
most existing anti-duplication provisions do not precisely define when over-

insurance shall be deemed to exist, and do not specify how claims will be settled

when two or more of the plans involved have anti-duplication provisions. In-

surance carriers can do much to minimize the extra settlement time required for

the administration of an anti-duplication provision by the use of more precise

policy wording. The carriers also need to solve such legal and accounting prob-

lems as may exist in order to facilitate prompt cooperation in the settlement of

multiple coverage claims. For example, most hospital expense benefits today are
paid directly to the hospital, pursuant to an authorization signed by the claimant.
The insurance carrier receiving such an authorization to pay may feel obligated

to honor it even though this means paying full benefits instead of the reduced
"benefits called for by the anti-duplication provision. In such instances, the
carrier generally must attempt to make recovery of its overpayment from the
claimant. When the carrier of the other plan has not yet paid its benefits, it

would obviously be easier to recover this overpayment from the other carrier,

rather than the claimant, provided a suitable mechanism for making such re-

coveries existed.

In spite of these problems, the demand for anti-duplication provisions con-

tinues to grow. Employers who have seen the effectiveness of such a provision
in a superimposed Major Medical Benefit now want the provision to apply to the
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underlying Basic Benefits as well. Fui-thermore, the rapid growth of Major
Medical and Comprehensive Medical plans is making it imperative for employers
with just Basic Benefits plans to request an anti-duplication provision in order
to control overinsurance. Consequently, the insurance carriers need to intensify

their experimentation with such provisions in order to make the language more
precise and the application more practical.

In developing an anti-duplication provision for any type of group medical care
coverage, the principal decisions to be made are as follows :

(1) What sources of overinsurance will be taken into account?
(2) When will overinsurance be deemed to exist in terms of amount of ex-

pense, type of expense, and time ?

(3) How will benefits be reduced when overinsurance exists, both when the
other coverage has no anti-duplication provision and when it does?
The balance of this paper outlines the possible decisions which might be made

with respect to each of these three points. It should be understood that for
any given claim it is administratively practical for different carriers to use pro-

visions which vary in one or more respects.

IV. OTHER VALID COVERAGE

Any anti-duplication provision must define "other valid coverage", that is,

which of the numerous potential sources of overinsurance will be taken into ac-

count in determining when overinsurance is deemed to exist and hence when
the regular benefits payable under the policy should be reduced. Every potential
source should be included in the definition of other valid coverage if the claimant
is truly to be prevented from making a profit by reason of receiving medical
care. There are practical considerations, however, which suggest that a more
limited definition of other valid coverage is desirable.

Third party IkiMlity payments are a source of overinsurance which is almost
universally ignored by the anti-duplication clauses currently in use. There are
three important reasons for this. First, health insxxrance has traditionally based
its benefits on the existence of a specified disease or injury, the insurance of a
specified expense, or a combination of these two. The existence of a possible third
party liability has not been a factor.

The above described nature of health insurance has generally permitted quick
determination of the validity of any given claim, and hence prompt payment
of policy benefits. This promptness has done much to win wide public acceptance
of voluntary health insurance. The existence of a third party liability is not
always readily apparent at the time of a health insurance claim, so that a lengthy
investigation may be necessary to determine its existence. Even after the exist-
ence has been establi-shed, the determination of the amount of the third party
liability usually takes months or even years. Thus, severe delays in claim settle-

ment is a second reason for ignoring third party liability payments as a source
of overinsurance.

Finally, there is the very practical problem that third party liability payments
are usually of a lump sum nature, with no indication as to the portion, if any,
attributable to medical care expenses. The claimant usually maintains that the
settlement just covers his "pain and suffering" and that none of it covers his
medical care expenses.

In those few instances where the group policyholder has required that third
party liability payments be taken into account, the insurance carrier has usually
omitted these from the definition of other valid coverage and relied instead on
a "subrogation type" clause. When the employee is still employed with the
group policyholder at the time the liability payment is made, the subrogation
approach may work reasonably well. However, when the employer-employee
relationship is gone, recoveries are difficult, if not Impossible, to make.
Medical expense hevefits itnder automobile atul home-oivners liability policies

are payable without regard to who was liable. These benefits are essentially a
form of health insurance and do not present the problems discussed above under
third party liability payments. They do nevertheless pre.--ent a problem in
identification. While the existence of such insurance might be presumed in
view of the wide-spread nature of automobile and home-owners insurance, actual
identification of the insurance carrier and the amount of benefits payable depends
almost entirely on the claimant's willingness to divulge this information. The
dishonest claimant generally profits at the expense of the honest claimant. This
can cause suflScient illwill among employees to spoil much of the goodwill the
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employer tried to gain by adopting the group health insurance plan. Thus few,

if any, of the standard group anti-duplication provisions in use today include

as other valid coverage the medical expense benefits under automobile and home-
owners liability policies.

Individual health insurance policies, that is, those covering just one person and
his family, offer even greater problems of indentification than medical expense
benefits under automobile and home-owners policies. The benefits are usually

payable for all types of accidents and, under many policies, for diseases as well.

Individual policies are commonly thought of as being purchased to supplement
a group plan or to provide interim coverage. Thus when the individual pays the

entire premium himself, most employees and some employers are unwilling to

have their group benefits reduced by reason of the existence of such coverage.
Principally for these two reasons, gi'oup anti-duplication provisions generally

do not count individual policies as other valid coverage. There are a few excep-

tions to this general rule. The most significant exception occurs when the indi-

vidual policies are part of a franchise plan for which the employer makes pay-
roll deductions. In this circumstance, the franchise plan is usually considered
as a group plan and, since it is readily identifiable, it is included in the defini-

tion of other valid coverage. When there is no organized plan but the employer,
as a favor, pays individual insurance premiums by payroll deduction for those
few of his employees who request him to do so, many insurance companies admin-
istratively ignore such coverage even though technically it may be included in the
definition.

Another exception, with which some companies are currently experimenting, is

individual (direct pay) Blue Cross-Blue Shield plans and Group Practice and
Individual Practice Prepayment Plans. Experiments are being made because
these particular types of individual coverage usually have certain characteristics
that may permit the identification of their existence without the claimant's help.

Such plans are run by the providers of medical care who dislike profiteering by
their patients and, therefore, may be inclined to reveal the fact that the claimant
also has coverage under their plan. This should be particularly true when the
Blue Cross or Blue Shield benefit is on a service basis, so that there is no direct
charge for the care rendered. On the other hand, the patient can usually obtain
a "bill" for presentation to the insurance company. Group Practice and Individ-
ual Practice Prepayment Plans can be detected when the claimant utilizes the
services of a doctor who belongs to such a plan, provided the insurance company
keeps itself informed as to the participating doctors. However, benefits for ex-
penses paid for by the plan but not provided by the participating doctors are not
easily detectable.
Group anti-duplication provisions generally include other group plans in the

definition of other valid coverage. There are two main types, however. Some
definitions include only plans for which the employer of the employee makes
contributions or payroll deductions. Others include ail plans for which any
employer of either the employee or a member of his immediate family makes
contributions or payroll deductions. This second type has several variations.
Sometimes a family member is counted only if he is insured as a dependent of the
employee. Sometimes the only family member counted is a husband insured as a
dependent of a female employee. It should also be noted that the wording
"employer—makes contributions or payroll deductions" does not encompass
certain union and employee benefit plans.
Governmental plans are rare at the moment. Nevertheless, they are usually

included in the definition of other valid coverage. Here again, there are two main
types : plans actually provided by a government, such as Medicare, the plan for
dependents of servicemen ; and plans required by law, such as the hospital bene-
fit under the California Unemployment Compensation Disability code. Much free
care is given in governmental hospitals. To avoid overinsurance here, it is

generally considered preferable not to rely on an anti-duplication provision but
rather to include a special provision in the group policy which will exclude from
covered medical expenses, expenses for services received which are or may be
obtained without cost in accordance with laws or regulations of any government.
"Any government" generally includes the Federal, State, Provincial or local gov-
ernment or any political subdivision thereof of the United States or Canada. If a
charge is made to any person which he is legally required to pay, any benefits
under the group policy are computed in accordance with the policy's provisions,
taking into account only such charge.
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It should be noted that some insurance carriers believe that other valid

coverage for purposes of a group policy should include only governmental plans

and plans written on a group basis. Other companies feel that complete freedom
to experiment is essential. Both, hovpever, realize the need to design and admin-
ister the definition of other valid coverage so that discrimination in favor of the

dishonest employee is minimized. To do otherwise is to impair the public's

goodvrill.

V. EXPENSE BASIS FOE MEASURING OVEBIN8URANCE

Having decided on a definition of other valid coverage, the next step in develop-

ing an anti-duplication provision is to decide on the expenses with respect to

which overinsurance will be measured.
Overinsurance will be said to be measured on an "each expense" basis when

it is measured separately for each item of expense incurred with no considera-

tion being given to whether or not other items of expense are overinsured or under-

insured. Overinsurance will be said to be measured on a "total expense" basis

when it is measured on the basis of all expenses combined. For example, if a
claimant incurs a $150 surgeon's fee and a $30 assistant surgeon's fee for a given
operation, and if he has two surgical policies, each of which would pay $90
for the surgeon's fee and nothing for the assistant's fee, he is overinsured by
$30 on an "each expense" basis, but not overinsured at all on a "total expense"
basis. It should be noted that these definitions are completely independent of the

method or methods used to determine the benefits payable with respect to the
vai'ious expenses incurred.

It is obvious that in between the two extremes of "each expense" and "total

expense", there are a host of other methods for measuring overinsurance, de-

pending on the degree to which various types of expenses are lumped together

for purposes of applying the overinsurance test. When one of these methods is

used, overinsurance will be said to be measured on a "compartmentalized" basis.

When a plan provides several different benefits, it is quite common to make each
benefit a compartment and to assign thereto all the items of expense used
to determine that particular benefit.

A common example of compartmeutalization is the lumping together of all

necessary hospital miscellaneous fee charges into a single category. Thus, if

there are two hospital expense benefit policies, each of which will allow $100
toward hospital miscellaneous fee charges, overinsurance would be deemed to

exist only if the total hospital miscellaneous fee charges were less than $200.
Hospital room and board benefits are sometimes a separate compartment while
at other times, they are cotnbined with miscellaneous fees into a single com-
partment. Consider, for example, the individual M-hose group policy provides a
$10 room and board benefit for 31 days and a $100 miscellaneous fee benefit.

Suppose that he has incurred room and board expenses for 10 days at the rate of
$25 a day and miscellaneous fee charges of $150. If this individual has other
valid coverage whicli has already paid $100 toward the $250 of room and board
charge, and $100 toward the $150 miscellaneous fee charge, then this individual
would be considered to be overinsured with respect to his hospital miscellaneous
fees if these are compartmentalized separately from the room and board expenses.
However, he would not be considered to be overinsured at all if all hospital
expenses are considered as a single compartment.
The each exiiense basis is so contrary to the desires of the average claimant,

and so impractical from the point of view of any coverage, such as hospital mis-
cellaneous fee benefits, which combines several different items of expenses for
purposes of determining the benefits payable, that no known antiduplication
provision uses this measiirement of overinsurance. The compartmentalized basis
offers greater potential cost savings than the total expense basis. As is obvious
from the last example given above, the narrower the compartments, the greater
the potential savings. On the other hand, the total expense basis is preferred
by the public for all typos of benefits. It is also preferred by most insurance car-
riers for Major Medical Expense benefits. The total expense basis has the dis-
advantage that the claimant may be tempted to incur certain types of expenses
with respect to which he is overinsured in order to secure the money to pay for
other expenses with respect to which he is underinsured. In view of the current
practice of authorizing the direct payment of benefits to hospitals, some carriers
may look with favor on a compromise which uses the total expense ]»asis except
when all of the plans involved have a benefit structure which readily permits
the compartmeutalization of all hospital expenses. In that event, two compart-
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ments would be used, one pertaining to hospital expenses and the second to all

other expenses. It is not known how practical this compromise might be.

The total expense basis is not, a prcise measurement per se but rquires

clarification as to what is meant by the woi'd total. This suggests the need for

setting up and defining two more terms. First, the term '"covered medical ex-

pense" will be used to indicate an expense which a given plan would use to

determine the benefits it would pay in the absence of other valid coverage.

The term "allowable expense" will mean an expense which a plan would use
to determine the benefits it would pay in the presence of other valid coverage.
At first glance, the latter definition seems unnecessary since most insurance

carriers currently consider an allowable expense to be only an expense which
is a covered medical expense under their own policy. In other words, their

definition of an allowable expense is precisely the same as their own definition

of a covered medical expense. The public, on the other hand, thinks of the

term total expense as including every conceivable item required for the treat-

ment of the disease or injury, including not only aspirin tablets and band aids

but even swimming pools and air conditioners. It is obviously impossible tO'

define total expenses in terms of the public's concept, but some broader defini-

tion than "covered medical expenses" is needed.
If allowable expenses are to be more liberal than the covered medical ex-

penses of one's own plan, the insurance carrier has two possible approaclies.
First, it may define allowable expenses in terms of an arbitrary list of medical
expenses. This approach has the advantage that the claimant always knows
exactly what expenses will be taken into consideration when he has duplicate
coverage involving that particular carrier. On the other hand, this approach
has the disadvantage that some of the items of allowable expense may not be
items which are covered medical expenses under any of the plans involved
in a given claim. In this situation, the insurance carrier must go to the added
trouble and expense of verifying the existence of all the noncovered medical
expenses which it is going to recognize as allowable exj enses. This approach also
retpiires that a separate list apply to each combination of benefits offered by
thp carrier, or if just one list is used, that the list l>e at least as liberal as the
most liberal combination of benefits offered by that carrier.
The second approach is to define an allowable expense, for purposes of dupli-

cate coverage, in terms of the covered medical expenses of one or more of
the plans involved. There are essentially three ways of doing this. The first

is to define an allowable expense as "any necessary, reasonable, and customary
expense, all or part of which is a covered medical expense under this policy."
This way the carrier keeiis types of insured expense limited to just those cov-
ered by its own plan, but waives any inside limits on amounts. For example, a
plan that covers only the first .$20 of a pi-ivate room charge would, under this
definition, count a .$25 private room charge as an allowable expense.
The second way is to keep the inside limits on amounts, but to open the tyi^es

of insured expense to all those covered by any one of the plans. For this pur-
pose an allowable expense is defined as "any expense which is a covered medical
expense under at least one of the plans involved." Here the most liberal pri-
vate room limit of any of the plans involved would be enforced. However, if

one of the duplicating plans paid for a hearing aid and the first plan did not,
then under this definition the first plan wovdd recognize the cost of the hearing
aid as an allowable expense.
The third way simply combines the first two ways, and defines an allowable

expense as "any necessary, reasonable, and customary expense, all or part of
which is a covered medical expense under at least one of the plans involved.'
What constitutes an allowable expense under the last two of these three vari-

ations can vary from claim to claim, depending on what other valid coverage
is involved. Under all thi*ee ways the allowable expenses will be readily verifia-
ble since the claimant \^^ll be under obligation to report them to at least one of
the carriers involved. The third of these variations is the approach which now
applies to the Government-Wide Indemnity Benefit Plan for federal employees.

Obviously, the insurance carrier needs to be protected against unreasonable
charges: hence, the use of the phrase '"any necessary, reasonable, and customary
expense" in the first and third variations of the second approach. Thus, if all

plans limited private room charges to the hospital's charge for semi-private ac-
commodations, and if the average semi-private charge were $20, a $25 private
room charge would clearly be a reasonable exi>ense; whereas at least part of
a $50 per day private room charge would not be.
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Whenever the total expense basis is used for measni-ing overinsurance and the

definition of an allowable exiJense is more liberal than the plan's own definition

of a covered medical expense, the anti-duplication provision must contain a

special clause to the effect that in no event, will the benefits payable in accord-

ance with this anti-duplication provision exceed the amount of benefits that

v;<nild have been payable under the policy in the absence of this anti-duplication

lirovision. This special clause protects the carrier in these situations where the

total allowable expenses less the benefits actually paid by the other carriers

equals an amount that is greater than the amount of the plan's own covered

medical expenses.

VI. TIME BASIS FOE MEASURING OVEKINSURANCE

A careful analysis of the foregoing section on the expense basis for measuring
overinsurance will indicate that in every instance, a time factor has tacitly

been assumed. An anti-duplication provision should specify the time basis

which will be used in connection with the expense basis for measuring over-

insurance.
The "each expense" basis for measuring overinsurance automatically assumes

that time is measured instantaneously. All the other bases, however, assume
some period of time over which either the compartment of expense is measured
or the total expenses are measured. There is no perfect period of time for meas-
uring overinsurance. From the point of view of the claimant, overinsurance

should be measured against his entire lifetime, since only at his death, can it

be truly said how the amount of benefits received compared with the amount
of expenses incurred. This lifetime concept is just as impractical as the public's

eoncepc of "total expense." Therefore, each carrier will decide as to what period

of time is to be used. The period of time used to measure the benefit payments
themselves may furnish a suitable time basis for measuring overinsurance. For
hospital benefits, this would be the period of hospital confinement, while for

Major Medical benefits, it would be the benefit period.

Although different carriers can, and undoubtedly will, use different time

bases, any one carrier may find it desirable to have a time basis for measuring
overinsurance that does not vary with each coverage written. Thus, the carrier

may pick some one period of time, such as the calendar year, to be used for all

coverages. The longer the period of time, the less the potential cost savings

will be since the individual's expenses are more likely to exceed his benefits.

This is particularly true when the total expense basis is used. On the other

hand, the whole purpose of using a total expense basis for measuring overin-

surance would appear to be defeated if the period of time is less than 30 days

or a calendar month.
It should be understood that the time basis can work both for and against the

claimant. Initially, his benefits under a particular plan may be reduced because

of an excess of benefits over expenses in the early part of the time period. If

later in the period his expenses should exceed his benefits, he will then receive

not only that plan's i-egular benefits for the subsequent expenses, but also a
return of all or part of the amount of the previous reduction. On the other hand,

once he has crossed the end of the time period, any amount by which the benefits

of that particular plan are then still reduced will be written off and will never
again be available to him to cover allowable expenses not othei-wise paid.

VII. BENEFITS PAYABLE WHEN OVERINSURANCE EXISTS

The anti-duplication provision not only must define other valid coverage and
the basis of measuring overinsurance in terms of both expenses and time but

also must indicate how the regular benefits will be i-educed when overinsurance

is deemed to exist. There are two distinct parts to this problem. The first has
to do with the benefits payable when all of the other valid coverage is on a "non-

excess" basis, that is, it does not contain any anti-duplication provision. There
are two general approaches used in this situation. The more common one is to

determine the benefits of the plan on the basis of the net allowable expenses
with full pi-eservation of any deductible and coinsurance features that the plan
may have. From the public's point of view, this approach has the drawback that

the claimant cannot recover all of his allowable expenses except in the unique
case where the other plans have entirely reimbursed them. The alternative

approach is simply to pay a benefit equal to the difl'erence between the Individ-
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iial's allowable expenses and the amounts payable by the other valid coverage,

bur. of course, no more than the plan's regular benefit.

The second part of the problem is to determine the benefits the plan will pay
when one or more of the other plans are also "excess" plans, that is, they too

have an anti-duplication provision. There are two common solutions to this

second part of the problem in use today. One approach is for the excess plan

carriers to assume a pre-determined sequence of responsibility for paying bene-

fits. One carrier will t-ake the role of primary carrier and will pay its regular

benefit in full. (Note: If there should be one or more non-excess plans also

in^•olved in the claim, the primary carrier Avouid reduce its regular benefit by

the amount of the non-excess benefits payable). The other excess carrier will

take the position of a secondary carrier and will determine its benefits on the

basis of any unreimbursed allowable expenses remaining after the primary
carrier has determined its benefits. The secondary carrier may invoke any
deductible and coinsurance features of its plan or it may pay the entire balance

of the unpaid allowable expenses. If there were other excess plan carriers

involved, they would each take a successive position.

The second approach is for each excess carrier to pay a benefit equal to its

prorata share of the individual's allowable expenses. (Note: If there should be

one or more non-excess plans also involved in the claim, the total allowable

expenses would be reduced by the amount of benefits payable by such non-excess

phms and only the balance v>^ould be prorated among the excess plans.) The
proration is usually determined in terms of the regular benefits which the

carriers would pay in the absence of all other valid coverage. It is possible

under this approach to prorate to any given percentage of the allowable expenses
if it is desii-ed to maintain an element of coinsurance.

In all of the above situations, it should be clearly realized that no carrier will

pay out, in its chosen period of time, more in benefits under its anti-duplication

provision that it would have paid in the absence of an anti-duplication provision.

Carriers which write ]Major Jledical benefits to supplement a si)ecified plan
of l)asic benefits should also realize that they can no longer rely on the Major
]\Iedical anti-duplication provision to make the Major Medical benefit excess

with resi>ect to the basic benefits because of the possibility that the basic bene-

fits may have its own anti-duplication provision, either initially or at some
future date. Instead, the supplementary Major Medical plan should define its

deductible as a ca.sh amount plus the amount of benefits that would be paid
under the basic benefits plan if the individual were covered thereunder and had
no other valid coverage. Where the Major Medical carrier also underwrites the

basic benefits, any anti-duplication provision for the basic benefits should ex-

clude the Major INIedieal benefits from the definition of other valid coverage.

This approach will make clear the fact that the basic benefits are not to be re-

duced when the only coverages in force are the basic benefits and the Major
Medical benefit.

At the present time, there is no imiformity among the carriers as to the ben-

efits payable when multiple coverage of a duplicate nature exists. Indeed, the
anti-duplication provisions in use seldom specify the benefits that will be
payable when the other valid coverage also has an anti-duplication provision.

When the other valid coverage does not contain any anti-duplication provision,

most carriers do invoke whatever deductible and coinsurance features may be in

their plans in order to preserve at least some of the claim cost control which
these features normally afford. The public would, of course, prefer that the co-

insurance and deductibe features be completely offset, to the extent that the
other benefits are sufficient to do so.

WMth regard to the benefits payable when there is other valid coverage with
an anti-duplication provision, a majority of the carriers use the first or so-called

primary-secondary approach. This approach works well when the definition of.

other valid coverage is limited to Group and G-overnmental plans. Governmental
benefits do not contain anti-duplication provisions and are, therefore, always
deducted first from the allowable expenses before determination of the in-

surance carrier's benefits.

The greatest degree of duplication among Group plans arises from tlie fact

that the claimant will have coverage at his place of employment as an em-
ployee and at his spouse's place of employment as a dependent. In this situation,

only two carriers are generally involved and it is thus possible to operate a
predetermined rule whereby the carrier which insures the claimant as the
employee is the primary carrier and the one which insures him as a dependent



1136

is tlie secondary carrier. For dependent children, a different rule is necessary.

Here it is customary for the primary carrier to be the one wlio has the children

insured as dependents of the male employee. When the duplicate coverage anses

by reason of the claimant's working for two different employers, still a different

set of rules has to be established. No clear set of rules has yet been developed

here but a possible basis for detennining the primary carrier would be the one

covering the major employment. If both employments were major, then length

of time covered under the group policy could govern. Alternatively, proration

could be used in this latter situation.

When just Group plans are involved, this primary-secondary carrier ap-

proach is relatively simple and quick to administer and to explain. When the

definition of other valid coverage includes individual policies and the individual

policy also has an anti-duplication provision, the selection of the primary car-

rier is not so simple. When just two carriers are involved, the group carrier

might volunteer to be the primary carrier. It is not clear, however, what would

happen if two or more individual plans were involved.

This primary—secondary carrier approach has the disadvantage that the car-

rier, and in turn the policyholder, may not receive an equitable share of what-

ever cost savings the anti-duplication provision may provide. It is obvious that

the carrier of an all male group risk will be the primary carrier far more often

than the carrier of an all female risk under which husbands are eligible as de-

pendents. Another disadvantage occurs if the secondary carrier insists on pre-

serving its deductible and coinsurance since, in that event, the total amount of

benefits received by the claimant will vary fortuitously depending on which car-

rier is the primary carrier. This disadvantage is, of course, eliminated if the

secondary carrier permits the benefits of the primary carrier to offset its deduc-

tible and coinsurance.
The second or so-called proration approach has the advantage that it works

equally well regardless of what definition of other valid coverage is used and

regardless of the number of different plans involved in any one claim. Further-

more, it does not require any arbitrary assumptions as to the sequence of respon-

sibility. It, therefore, gives the experience-rated group an equitable share of any

savings and yields the claimant the same total benefit. The proration approach

has the disadvantage that it requires the determination of a mathematical ratio ;

a calculation which many claim clerks find difficult to comprehend and, therefore.

may make mistakes with respect thereto. Furthermore, if a compartmentalized

basis of measuring overinsurance is used, separate ratios must be calculated for

each compartment of expenses. Thus, this method can be more difllcult and slower

to administer and to explain than the primary—secondary carrier method.

Group Health Insurance Aspects of Overinsurance Against Hospital,

Surgical and Medical Expenses—Two
Attached to this bulletin, for the information and guidance of member com-

panies, is the Second Report of the Joint ALC-HIAA-LIAA Study Group on Non-

duplication of Accident and Health Insurance Benefits. This report has been re-

viewed and endorsed by standing ALC-LIAA committees and HIAA committees.

This second report is a sequel to a previously distributed paper, authorized by

the same study group, which was entitled "Group Health Insurance Viewpoints

on Overinsurance" (See HIAA Group Insurance Bulletin No. 3-61, dated Novem-
ber 30, 1961). This original paper was essentially a background study of the prob-

lems posed by overinsurance in the group health insurance field when, through

overlapping coverages, the claimant collects more in benefits than his total hos-

pital, surgical and medical expenses insured against. The resultant profit making
by the claimant causes difficulties not only in claim cost control but in relations

between the providers of health care services and the insurance business.

After the original paper had been accepted, the study group was requested by

its parent ALC-LIAA and HIAA committees to draft sample group policy pro-

visions which would show how its recommendations could be implemented most
effectively. Previous experimentation witli anti-duplication provisions by dif-

ferent insurance companies had resulted in literally hundreds of different, and
sometimes conflicting, provisions in use. Such multiplicity has caused some con-

fusion and delay in claim settlement, and some dissatisfaction on the part of the

providers of medical care and the insureds.

The study group concluded that the use of the sample group provision set forth

in this second report would materially alleviate this situation, and at the same
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time alow a bigli degree of flexibility. Its principles can also be adopted for use

in connection witb anti-duplication provisions in existing group policies where

there is no direct contrary statement in the group policies as to the treatment of

claims involving duplicate coverages.

As examination of the sample provision will show, it is a liberal one tor the

claimant. It is expected to be acceptable both to employee groups and to state

insurance departments. It has not been presented formally to the National As-

sociation of Insurance Commissioners since, in contrast with the situation in the

individual health insurance policy field, there are believed to be no statutory bars

to its use. However, each state insurance commissioner is currently being sent

a copy of the second report and of this covering bulletin.

The ALC, HIAA and LIAA believe that acceptance of the conclusions and

recommendations of the study group will aid materially in resolving problems

arising from overlapping and duplicating group health insurance coverages. This

second report of the study group is, therefore, commended to your careful study

and consideration.

This bulletin is also being sent to persons who receive HIAA Insurance De-

partment Bulletins, the Committee on Economics of Financing Medical Care and

its Overinsurance Subcommittee and Group Task Force and Individual Task

Force, the Group Insurance Committee, Individual Insurance Committee, and

Legislative Committee.

Second Report of the .Joint ALC-HIAA-LIAA-Study Group on Non-Dupli-
cation OF Accident and Heath Insurance Benefits

Upon publication of its first report, the Study Group was requested to draft

sample group anti-duplication provisions which would permit companies to imple-

ment the recommendations of the report. A sample proration provision was devel-

oped with relative ease but the development of a sample primary-secondary car-

rier provision was hampered by complex verbiage. After several drafts, this-

verlial log jam was broken by changing the name to "order of benefit determi-

nation."
In the course of this intensive work, it became apparent to the members of

the Study Group that the Insurance Industry's primary objective of safeguard-

ing health insurance for the public from the possible abuses of overinsurance

through widespread use of anti-duplication provisions would be hindered rather

than helped by the creation of many conflicting types of such provisions. Further-

more, in the field of Group Medical Expense insurance, the Study Group found
some indication that employee dissatisfaction with the provisions already ia

existence might cause some of the employers who have been willing to experi-

ment with such provisions to give them up. An analysis of this dissatisfaction

revealetl that the principal causes were :

1. Most existing provisions are silent as to the mechanics of their opera-

tion except on one point, namely, that the insurance company with the pro-

vision will pay last after all other carriers have paid their benefits. Hence,,

whenever both plans contain such an anti-duplication provision, the mathe-
matical impossibility of two "last" plans is created.

2. In addition to the obvious delays in claim settlement caused by the

above, there were other delays caused by wide variations in the administra-
tive practices set-up by the carriers to implement the unwritten portions
of their provisions.

3. Most of the existing provisions are in Comprehensive and Major ]Medi-

cal plans, and the carriers preserve the deductibles and coinsurance of these
plans in applying the anti-duplication provision. This leaves tlie employee
with out-of-pocket expenses. Since the employee does not understand the
actuarial theory of group premium rates, he feels that because two premiums
were paid, he should get two benefits, or at least he should get his medical
exiienses paid for.

After careful consideration of the foregoing facts, the Study Group came to-

the conclusion that it should prepare a single model group anti-duplication pro-
vision rather than a series of such provisions. As is so often the case, the de-
c-ision was easier to arrive at than to execute. Nevertheless, by reason of a very
genei'ous amount of concessions on the part of each member, the attached sug-
gested model provision has been drafted.

In the preparation of this draft, the group used two guiding principles. The
first of these is the fact that an employer will accept an anti-duplication pro-
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vision provided it permits liis employees to recover their medical expenses. The
second principle was that claim settlement should be simple.

It was on the basis of these two principles that the Study Group designed the

model provision so as to reimburse the claimant up to 100% of his Allowable
Expenses, vrith Allowable Expenses defined in the broadest practical manner,
namely, "any necessary, reasonable and customary item of expense at least a
portion of which is covered under at least one of the plans covering the person
for whom the claim is made." Simplification of claim settlement also accounts
for the inclusion of the Sections entitled Right to Receive and Release Neces-
sary InfoiTaation, Facility of Payment, and Right of Recovery.
The most diflicult problem whicli faced the Study Group was the choice between

proration and order of benefit determination as the method for handling the
determination of benefits among carriers each of which has an anti-duplica-

rion provision. As far as claimants are concerned, the aggregate amount of bene-
fits produced by either method is essentially the same since the provision calls

for reimbursement up to 100% of Allowable Expenses. From the point of view
of Group policyholders, however, proration allocates any claim savings with
a greater degree of efjuity. While this is an important point, it was felt that
it was not an overruling one since the puipose of the anti-dviplication provision
is to prevent abuse from overinsurance rather than to produce claim savings.
As far as claim personnel are concerned, it was felt that with adequate train-

ing, either method could be used to settle claims reasonably promptly. On the
other hand, substantially more claim personnel have been trained in the general
principles of the order of benefit determination system than have been trained
in the proration system since the latter system is currently employed by relatively
few companies.
The Study Group finally decided to recommend an illustrative provision based

upon the order of benefit determination system. The deciding factor was public
understanding. The average person has difficulty in calculating a mathematical
ratio and hence has difiicuilty in understanding how the amount of his reduced
lienefit hns been figured when the proration system is used. The person can,
however, generally understand the order of benefit determination system under
which one carrier pays him his full benefit and the otlier generally pays him
the difference between this benefit and his total Allowable Expenses.
The m(Kiel provision contains four items which are variable. This may seem

odd for a model provision. The explanation lies in the fact that the Study
Group believes these four items can be variable without hurting the claimant
and should be variable in order to meet the differing desires of Group policy-
holders.
The first of these items is Section A, "Benefits Subject To This Provision."

This must be variable to permit necessary flexibility in the application of the
provision.
The second of these items is the definition of a Plan. This item can clearly

be variable without hurting the claimant since any Plan which is omitted from
the definition automatically is ignored by this Plan in the determination of its
1)enefits. If such other Plan wishes to take the benefits of this Plan into account,
it is free to do so. While it is desirable to protect Group Plans against all
possible forms of overinsurance, and some companies are planning to do so, it

may not always be practical to do so. In some situations, the employer may
need to be educated and in otliers, the carrier may need to gain experience.
Hence, it may be prefarable to start by simply taking other Group and Govern-
mental coverage into effect. The definition of a Plan could then be expanded as
necessary.
The third variable is the Claim Determination Period. Admittedly, this can

have some effect on the claimant's benefits. At first glance, therefore, it would
seem advisable to fix on a single Claim Determination Period. However, this is
difficult to do since the public would like a lifetime Claim Determination Pe-
riod ; whereas claim personnel need as short a one as possible in order to have
a manageable claim administration procedure. It would seem desirable to permit
a certain amount of experimentation in order to develop more information as to
what is an optimum Claim Determination Period. Tentatively, this would ap-
pear to be a calendar year. The calendar year is obviously well suited for Major
Medical plans with calendar year deductibles. It is also well suited for Basic
Benefit plans where each I)enefit has a different "successive disability" rule.
On the other hand, it seems unwise to force a calendar year Claim Determina-
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tiou Period ou those Major Medical plans which apply their deductible to a
benefit period that is other than a calendar year.

The last variable item, item (5) of section (c), has to do with the actual allo-

cation of the benefits paid to policy limits and by line of coverage. Obviously,

If thei-e are no internal policy limits and only one line of coverage involved,

there is no allocation to be made. Since conditions may make a uniform alloca-

tion inadvisable—such as when Basic Benefits and Supplemental Major Medical

are both subject to anti-duplication—this item should be variable.

It should be understood that the model provision will work with any of the

anti-duplication provisions now in use. If the present provision is a proration

one, then the carrier with the proration provision would pay its prorata bene-

fit (after deducting, of course, the benefits payable by any plans with no anti-

duplication provision), and the carrier with the model provision would pay the

balance of the Allowable Expenses, but not more, of course, than its regular

benefit. If the present provision is not specific as to the mechanics of its operation,

but the carrier administers it on the so-called primary-secondary carrier basis,

there will probably be few conflicts in order of benefit determination, and
those that do result are to be resolved by the Plan with the model anti-duplica-

tion provision.

In addition to the model provision, which is attached as Appendix A, there

is attached as Appendix B a set of notes on the provision and an Appendix
C which contains numerical examples illustrating the application of the provi-

sion to actual claims. The insurance companies also need a better means of com-
munication with each other when multiple coverage claims arise. To this end,

the Study Group conducted a limited experiment in New York City during the

summer of 1962, with a simple form designed to elicit not only the existence

of other coverage but also the Allowable Expen.ses and the benefits payable.

A modified version of the form used in the experiment is being prepared to re-

flect certain additional infoi'mation required to operate the model provision.

It is expected that this revised form will be available soon.

The Study Group believes that its suggested model provision offers in-

surance companies, employers, insurance commissioners, and the public a prac-

tical and hence desirable, solution to the vexing pi'oblem of overinsurance as it

pertains to Group Medical Expense Benefits. The Study Group, therefore, urges
its parent subcommittees to request their respective associations to determine
the most effective method of disseminating the model provision to all interested
parties and then to take the maximum action possible to see that dissemination
is made by such method.

Respectfully submitted.
James Chapman,
Lindsay D. Hanna,
Harvey S. McGranahan,
C. Gilbert Noren,
Luke O. Travis,
D. W. Pettengill,
Chairman, Joint Study Group.

( fCTOBER 22, 1962.

APPENDIX A

Suggested Model Group Antiduplication Provision

Pro 11810)1 for Co-Ordination Beticcen This Policy And Other Benefits

section a. benefits subject to this provision

All of the benefits provided under this policy are subject to this provision.
(Note: When policy provides both integrated Major Medical Expense Benefits

and the underlying Basic Benefits, but provision applies to Major Medical only,
U'^e the follr.wiug alternate wording: Only the Major Medical Expense Benefits
pr'ivided under this policy are subject to this provision.)

SECTION B. DEFINITIONS

( 1) (Note : Include here the definition of a Plan, that is, the benefits, including
tlio-e provided iiy this poiicy, that are to be co-ordinated. The following definition
is illustrative only.)
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"Plan" means any plan providing benefits or services for or by reason of medi-

cal or dental care or treatment, which benefits or services are provided by (i)

group, blanket or franchise insurance coverage, (ii) individual and family-type

insurance coverage, (iii) Blue Cross, Blue Shield, group practice, individual

practice and other prepayment coverage, (iv) any coverage under labor-manage-

ment trusteed plans, union welfare plans, employer organization plans, or em-

ployee benefit organization plans, and (v) any coverage under governmental

programs, and any coverage required or provided by any statute.

The term "Plan" shall be construed separately with respect to each policy,

contract, or other arrangement for benefits or services and separately with

respect to that portion of any such policy, contract, or other arrangement which

reserves the right to take the benefits or services of other Plans into consideration

in determining its benefits and that portion which does not.

(2) "This Plan" means that portion of this policy which provides the benefits

that are subject to this provision.

(Note: Any benefits provided under this policy that are not subject to this

provision constitute another Plan.)

(3) "Allowable Expense" means any necessary, reasonable, and customary

item of expense at least a portion of which is covered under at least one of the

Plans covering the person for whom claim is made.
When a Plan provides benefits in the form of services rather than cash pay-

ments, the reasonable cash value of each service rendered shall be deemed to

be both an Allowable Expense and a benefit paid.

(4) "Claim Determination Period" means
(Note: Insert here an appropriate period of time such as, "calendar year" or

"Benefit Period as defined elsewhere in this policy.")

SECTION C. EFFECT ON BENEFITS

(1) This provision shall apply in determining the benefits as to a person covered

under this Plan for any Claim Determination Period if. for tlif Allowable Ex-

penses incurred as to such person during such period, the sum of (a) the Isenents

that would be payable under this Plan in the absence of this provision, and

(b) the benefits that would lie payable under all other Plans in the absence

therein of provisions of similar purpose to this provision would exceed such

Allowable Expenses.
(2) As to any Claim Determination Period with respect to which this provi-

sion is applicable, the benefits that would be payable under this Plan in the

absence of this provision for the Allowable Expenses incurred as to such person

during such Claim Determination Period shall be reduced to the extent necessary

so that the sum of such reduced benefits and all the benefits payable for such

Allowable Expenses under all other Plans, except as provided in item (3) of this

Section C, shall not exceed the total of such Allowable Expenses. Benefits payable

under another Plan include the benefits that would have been payable had claim

been duly made therefor.

(3) If (a) another Plan w^hich is involved in item (2) of this Section C and

which contains a provision co-ordinating its benefits with those of this Plan

would, according to its miles, determine its benefits after the benefits of this

Plan have been determined, and (b) the rules set forth in item (4) of this Section

C would requii-e this Plan to determine its benefits before such other Plan then

the benefits of such other Plan will be ignored for the purposes of determining

the l)enefits under this Plan.

(4) For the purposes of item (3) of this Section C, the rules establishing the

order of benefit determination are :

(a) The benefits of a Plan which covers the person on whose expenses

claim is based other than as a dependent shall be determined before the

benefits of a Plan which covers such person as a dependent

;

(&) The benefits of a Plan which covers the person on whose expenses

claim is based as a dependent of a male person shall be determined before

the benefits of a Plan which covers such person as a dependent of a female

person

:

(c) When rules (a) and (b) do not establish an order of Itenefit determi-

nation, the benefits of a Plan which has covered the person on whose ex-

penses claim is based for the longer period of time shall be determined before

the benefits of a Plan which has covered such person the shorter period of

time.
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(5) (Note : This item (5) may lie omitted if the Plau provides only one benefit.

The wording shown is illustrative.)

When this provision operates to reduce the total amount of benefits otherwise

payable as to a person covered under this Plan during any Claim Determination

Period, each benefit that would be payable in the absence of this provision shall

be recharged against any applicable benefit limit of this Plan.

SECTION D. RIGHT TO RECEIVE AND RELEASE NECESSARY INFORMATION

For the pun^ses of determining the applicability of and implementing the

terms of this provision of this Plan or any provision of similar purpose of any
other Plan, the Insurance Company may, without the consent of or notice to any
person, release to or obtain from any other insurance company or other organi-

zation or person any information, with respect to any person, which the Insur-

ance Company deems to be necessary for such purposes. Any person claiming

benefits under this Plan shall furnish to the Insurance Company such informa-

tion as may be necessary to implement this provision.

SECTION E. FACILITY OF PAYMENT

Whenever payments which should have been made under this Plan in accord-

ance with this provision have been made under any other Plans, the Insurance

Company shall have the right, exercisable alone and in its sole discretion, to pay
over to any organizations making such other payments any amounts it shall

determine to be warranted in order to satisfy the intent of this provision, and
amounts so paid shall be denied to be benefits paid under this Plan and, to the

extent of such payments, the Insurance Company shall be fully discharged from
liability under this Plau.

SECTION F. RIGHT OF RECOVERY

Whenever payments have been made by the Insurance Company with respect

to Allowable Expenses in a total amount, at any time, in excess of the maximum
amount of payment necessary at that time to satisfy the intent of this provision,

the Insurance Company shall have the right to recover such payments, to the

extfiit of such excess, from among one or more of the following, as the Insurance
Company shall determine : any persons to or for or with respect to whom such
payments were made, any other insurance companies, any other organizations.

APPENDIX B

Notes on Suggested Model Group Anti-Duplication Provision

1. The terms provision, section, and item a^e not intended to be construed as
model terms. They were simply the terms which were most convenient to use
in drafting the suggested model provision. It is presumed that each company
would vary these three terms to suit the format of its own policies.

2. The provision may be used for any Group Medical Expense Benefit or any
combination of such benefits.

3. Some companies have written integrated Major ^ledical plans with only

a cash deductible and have relied on the anti-duplication provision to provide the
so-calied "Basic Benefits" deductible. With the adoption of the suggested Model
Group Anti-Duplication Provision, this approach will no longer be possible. In-

stead, the integi-ated Major Medical plau will have to use a two part deductible

:

one part a cash amount and the other part the policyholder's other benefits.

4. The provision has been designed to be included in the general limitations

and exclusions section of the group policy and hence to apply to all benefits pro-

vided under the policy. If one or more of the benefits are to be exempt from the
provision, then an appropriate change should be made in the wording of Section

A. Sample alternate wording is included for the case where the Major Medical
but not tlie Basic Benefits are subject to the provision.

5. The first paragraph of the definition of a Plan is intended to be completely
variable. The illustrative definition shown is generally about as broad a definition

as can be drafted consistent with sound public relations. ( See Study Group's first

report for reasons why liability payments should be ignored. ) Some carriers may
wish to limit the definition of a Plan to group and governmental plans.

6. The second paragraph of the definition of a Plan should always be included.

This wording, which divides certain policies into two Plans, will be necessary as
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long as there are group policies that apply the antiduplication provision to only

part of their benefits.

7. The blank space at the end of the definition of Claim Determination Period

will normally be filled by inserting "calendar year". This period of time is obvi-

ously appropriate for Comprehensive and Major Medical plans which apply their

deductible on a calendar year basis. It is also well suited for Basic Benefits plans

where the various benefits have different "successive disability" rules. "Benefit

Period" would be used for those Comprehensive and Major Medical plans which

apply their deductible on a Benefit Period basis and the Benefit Period is not a

calendar year.
8. Attention is directed to the phrase toward the end of the third sentence of

item 2 of Section C which reads ".
, . and all the benefits payable for such Allow-

able Expenses under all other Plans . . .". At first glance, it may seem that the

phrase "in the absence therein of provisions of similar purpose" should be in-

serted after the word payable. This is not so, however, because it is intended

that this Plan shall accept benefits actually paid as "benefits payable". For

example, if the other Plan pays a pro rata benefit, it is intended that this Plan

shall pay the balance of Allowable Expenses up to the amount of its benefits pay-

able in the absence of this provision.

9. Although item 5 of Section C is variable, the wording shown has been

designed to fit all tvpes of plans. However, when there is an integrated Major

Medical plan and both it and the underlying Basic Benefits plan are subject to

anti-duplication provisions, then it may be desirable to vary this wording so that

any reduction is applied first to the Major Medical Benefit.

io. Companies using this anti-duplication provision are expected to make every

effort to instruct claimants to assign only the benefits of the Plan which is first

in order of benefit determination. Even so, there will be situations where an

HIC Hospital Admissions Form is executed with respect to the benefits of a Plan

that is not first in order of benefit determination. In such a circumstance, the

carrier of th.Tt Plan will honor the hospital assignment in full and will then look

to the carrier of the primary Plan for reimbursement of any amount by which the

payment to the hospital exceeds what would have been paid in accordance with

the antiduplication provision. Note that Section E permits the primary Flan to

make such reimbursement.
APPENDIX C

Example Illustrating the Application op the Suggested Model Group
Anti-Duplication Provision

example i

Plan A provides : $10 per day up to $310 per hospital confinement for room and

board, up to $100 for hospital extras.

Plan B provides : The cost of a semi-private room for .31 days, up to .$200 for

hospital extras, and up to $200 for surgery.

Mr. Jones incurred the following expenses (all of which vrere "necessary.

reasonable and customary") :

A private room for 5 days at .$20 per day $100

A semi-private room for 10 days at $16 per day 160

Hospital extras ^~^

Surgeon's fee ^^

"Physician's fee for in-hospital visits" (not related to surgery) 50

Total expenses '?'^^^

Allowable Expenses are $5.'i0. The $50 charge for physician's calls is not

covered at all under either Plan A or Plan B, and hence is not an Allowable

Expense. All other charges, however, are covered, either in whole or in part by

one plan or the other, and henre are Allowable Expenses.

If neither plan had an anti-duplication provision. Plan A would pay a total

benefit of ,$250 and Plan B would pay $530 (i.e., $240 for room, ^140 for extras

and $150 for surgery). Mr. .Tones would thus receive $780 or $230 more than

his Allowable Expenses.
If rir.n A has the Suggested Model Group Anti-Duplication Provision and

Plan B has no such provision, then Plan A Mill determine its benefit payment

bv taking the total Allowable Expenses of $550 and then sul)tracting the $530

benefit payment of Plan B. The balance, or .$20. would be Plan A's payment.
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If Plan B has the model provision and Plan A has none, then Plan B would
pay the difference between the $550 of Allowable Expenses and Plan A's benefit
of $250 or $300.

If both plans have the model provision, then the plans will pay in their order
of benefit determination. Thus, if Plan A covers Mr. Jones as an employee
while Plan B covers him as a dependent spouse. Plan A would pay its full bene-
fit of $250 and Plan B would pay the balance of the Allowable Expenses, or $300.

EXAMPLE II

Same as Example I except that the charge for hospital extras is $440 in-

stead of $140. Total Expenses are $900 and Allowable Expenses, $850. Plan A
normal benefit is $250 and Plan B, $590. Since the total of the two benefits
normally payable is $840 and this amount is less than the amount of Allowable
Expenses ($850), each plan would pay its normal benefit whether one or both
of them contained the Suggested Model Group Anti-Duplication Provision.

EXAMPLE III

Plan B provides : The cost of a semi-private room for 31 days, up to $200 for
hospital extras, and up to $200 for surgery.

Plan B provides : Comprehensive Medical Expense Benefits with a $50
calendar year—all cause deductible, 80% rate of benefit and a $5,000 maximum
Hospital private room charges are limited to the cost of a semi-private room.

Mr. Jones incurred the same $600 of expenses as in Example I.

Now the Allowable Expenses are $600 since all the charges are covered in whole
or in part under one plan or the other.

Plan B has no anti-duplication provision and pays its $530 of benefits.

Plan C would normally pay $424. However, it has the Suggested Model Group
Anti-Duplication Provision and, therefore, pays only $70, the difference between
the $600 of Allowable Expenses and Plan B's benefit of $530.

EXAMPLE rv

Assume the same Plans B and C as in Example III.

Mr. Jones has a second illness and incurs $1,500 of physicians' fees, nurses'
fees and prescription drugs, all of which is covered under Plan O (the com-
prehensive plan) but none under Plan B.
Assume that this second illness occurred in the same calendar year as the

first illness and that Plan C has the calendar year as its "Claim Determination
Period". This means that total Allowable Expenses are now $2,100 and after
deducting Plan B's payment of $530. Plan C owes Mr. Jones a total payment for
both illnesses of $1,570. Since Plan C has already paid $70 in connection with
the first illness, it now pays the balance of $1,500.

EXAMPLE V

This is the same as Example IV except that the $1,500 second illness occurred
in a subsequent calendar year.

Since the model provision applies separately to each Claim Determination
Period, Mr. Jones cannot combine the expenses of the second illness with those
of the first.

Since a different calendar year is involved and since Plan B pays nothing
for the second illness, the model provision in Plan C is not applicable to the
expenses of the second illness. Hence, Plan C pays its normal benefit of $1,160,
that is 80% of the difference between $1,500 and the $50 deductible.

Mr. Amos. I will take certain parts of it from time to time as I talk

to yoii, and read them verbatim. And I will start off that way.
My name is John B. Amos. I am president of the American Family

Life Insurance Company of Colnmbns, Ga. I am grateful for the
opportunitj^ to appear before you today.

I wish to acquaint you with some of the antisocial effects of "COB.*'
the coordination of benefits clause found in most group accident and
health policies and so highly praised before this committee by Mr.
Johnson of the Aetna.
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I also wish to defend my company against a knowingly false and
reckless charge made by Mr. Denenberg, the Insurance Commissioner
of Pennsylvania, before this committee, and in an explanation of his

testimony when talking to the press later.

I have with me on my left Mr. Malcolm Hoffman, special counsel of

the company, and Mr. Kenneth Henson, general counsel of the com-
pany, on the right.

Mr. Hoffman is handling two particular cases involving "COB" for

my company in the Federal district courts. We are not here to try

my lawsuit, but I do thmk that "COB" has certain antisocial effects

that should be considered by this committee at this time.

My company, American Family Life, sells insurance agamst medical

and hospital expenses resulting from cancer. We also sell a token

amount of life insurance and other accident and health policies.

We sell our cancer plan policy in 42 States, the District of Columbia,
the Commonwealth of Puerto Eico, and the United Kingdom.
During 14 years of writing cancer policies we have grown from a

tiny company based in Georgia to the 10th largest writer of iiidividual

noncancelable accident and health insurance. We sell cancer insurance

only to supplement other medical risk insurance policies, and we sell

it because most of our subscribers wish peace of mind against the high
probability that the insured or a member of his family will contract

cancer.

We believe that these hearings would have been unnecessary had
free competition prevailed in the insurance market. The free enter-

pi'ise system has an innate way of fulfilling a need at a price the cus-

tomer can afford to pay.

We do not compete with broad-based insurance ; that is, the major
medical or the group type broad-base. We come on top of that and add
the extra moneys that are necessary to complete the payment of the
hospital bills and the other incidental expenses that are incidence to

a caiicer case in the family.

What coordination of benefits does to us, it closes this market and
constitutes a bovcott.

Now, from the policyholder's standpoint, coordination of benefits

are much, much broader than their application to us. Coordination of
henefits works this way in the general case : It applies mainly when
both husband and wife are employed.
The husband works for Ford Motor Co. and as a part of his salary,

he gets family health insurance coverage. The wife works for General
Motors and as a part of her salary or employment, she gets family
health insurance coverage.
The idea was that they would reduce the risk, reduce the claims by

setting down on overinsurance. Well, the insurance industry thus far
has never demonstrated a correlation Ijetween overinsurance and utili-

zation of hospital facilities.

This clause was adopted to take money out of sick people's pockets
and put it either back into the hands of the employer, in some part to
reduce rates, or into the treasury of the insurance company.
"COB" works, though, as I started to say, in the case' of the man

working for Ford and the wife working for General Motors, it sets

up a priority of payments. And in that "priority it says this: That if

the husband gets hospitalized, his insurance carrier through the Ford



1145

Motor Co. would pay first all of the allowable expenses provided for

in the Ford Motor Co.'s policy.

Then if there was excess bills over the allowable expenses in the

Ford policy, they would then call upon General Motors, the wife's car-

rier. They would go and take up whatever difference there was from

the secondary carrier.

If a child IS injured, hospitalized, the father's carrier is primary, the

mother's carrier is secondary. And then the thing is switched around

when the wife is injured and hospitalized. Her carrier is first and her

husband's carrier becomes secondary, becomes secondary liability.

But it results in this: Mr. Hoffman and I are both working for

Ford Motor Co. Mrs. Hoffmann doesn't work and Mrs. Amos does. A
child is born in the family—in both families. We both get a $500

hospital bill.

Mr, Hoffmann—in other words. Ford's carrier pays Mr. Hoffmann
the full $500. But me, because Mrs. Amos had worked and was covered,

they take from what I would get out of my pocket and hand it back

over there to Ford and their carrier.

Consequently, it boils down to taking money out of the sick person's

pocket.

It's hard to boil this down in 45 minutes.

Senator Hart. Mr. Amos, I should explain we have had a chance

to read much of your statement. I have not read the whole, but the

final pages.

Mr. Amos. Fine, Mr. Chairman. I can get right down to that.

Firet, Mr. Chairman, I would like to "I'eply to Mr. Denenberg.

Mr. Denenberg came before this committee and told you that there

was a cancer insurance company in Pennsylvania.

Senator Hart. Is this the section you are prepared to testify about

now ?

Mr. Amos. Yes, sir.

Gentlemen, Mr. Denenberg, the commissioner of insurance for Penn-

sylvania, came before this committee and made charges involving my
company which I consider to be both false and knowingly misleading.

At page 296 of the transcript of his testimony he spoke of cancer

insurance and other dread disease policies saying: "They can be

marketed at"—and this is a direct quote—"marketed at what seems

to be a low premium because it is geared to return only a small per-

centage of premiums in benefits."

Later, at page 307 ,of the transcript, he says

:

"We have a company in Pennsylvania selling cancer insurance that is returning

7 cents on the premium dollar and, as I say, you can do better with the Penn-
sylvania lottery that returns 45 cents, which is better than auto insurance, and
very close to being as good as individual health insurance.

Finally, in talking to the press he did not hesitate to identify the

company referred to in this way as the American Family Life Assur-

ance Co. of which I am president.

This committee will understand that we do not write cancer in-

surance for people who have cancer at the time when they apply for

our policy. We write our insurance for anyone else. It is not to be

expected that in the first few years of the policy's life the insured

will contract cancer.

We have been doing business in Pennsylvania only since June 1970.

I emphasize this circumstance because we had been selling policies in
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that State for a very short period of 19 months at the close of busi-

ness, December 31, 1971. Of course, we have only paid out 7 percent

-on claims in this short period.

Beginning our sales effort in Pemisylvania only in June of 1970, we
issued only 1,712 policies during the entire year. It is logical to as-

sume that most of these policies were issued in the last quarter and
subject to a 120-day waiting period.

We issued 6,226 policies in 1971, and it is also logical to assume that

most of these were issued in the last part of the year, because in the

'production of new business there is a spiral effect.

You have to sell the first policy before you can sell the next two. And
:you have to sell the first 10 before you can sell the next 20. The next

20 come in much easier than the first 10.

We, therefore, must conclude that because of the waiting period

and this spiral effect our exposure in Pennsylvania during the year

1970 and 1971 was at a minimum.
The average age at the time of issuance of our policy is age 47,

while the average at tlie time a claim is first submitted is age 60, 13

years.

We have monitored various blocks of cancer business over the years

and they have aggregate loss ratios ranging from 30 percent to as

high as 88 percent, the high ratio being associated with the older

business.

We have experienced loss ratios by policy years as follows: The
first year, 16 percent ; second year, 30 percent ; thiT'd year, 36 percent

;

fourth year, 42 percent; sixth year, 50 percent; eighth year, 60 per-

cent ; lOtli year, 70 pei'cent.

The latter group of projections based on experience to date of rather

small blocks of cancer business issued in the beginning of the com-
pany's cancer insurance sales actiAnties.

Mr. Denenberg, a self-proclaimed insurance expert whose total ex-

perience has been confined to tlie classroom and consultation, could not
have failed to realize that there could be no meaningful payout ex-

perience in the Commonwealth of Pennsyh^ania until at least 6 or 8

years have elapsed.

We, however, must set aside a reserve for the payment of claims
and we do this on a proper actuarial basis.

More significant than anything that Mr. Denenberg may say con-

cerning our policy is the approval of our policyholders themselves
who, for the most part, do not permit our policy to lapse, even tliough

it is wi'itten on a yeai'ly basis. They carry it through the time period
when cancer is most likely to strike, and have every opportunity to

learn whether or not it is worthwhile coverage.
The lapse rates of all our cancer business in force is as follows : Out

of 100 policies, 20 lapse the first year, 15 the second, 12 the third, 10 the
fourth, eight the fifth year, seven the sixth, and thereafter.

]Mr. Denenberg may be disturbed that the court of Pennsylvania
overturned his administrative ruling on our application, barring the
sale of cancer insurance in Pennsylvania. But I see no need to go any
further in defending ourselves a^rainst the charges of a man who stated
to Senator Gurney's question, "The insui-ance companies will make a
decision as to whether that appendectomy was done properly or not,"
transcript page 341.
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So much for Mr. Denenberg.
The recommendations that I would have for this committee based on

-what I have said in written print, it is my belief that the free enter-

prise system carries within itself its own seeds of destruction. Left to

its own devic-es and free of all restraints, it wiU destroy itself. It will

freely fix prices, freely monopolize, freely boycott, freely destroy com-
petition to the point that it is no longer free enterprise but controlled

enterprise—controlled by the greedy and selfish few, turning out an
inferior product at the liighest cost the traffic will bear.

American industry was closely approaching that point around the

turn of the century when Congress enacted the antitrust laws. Yet the

largest industry in the country, dwarfing all other industries and
combinations of giant industries, has been exempt from the protection

of the antitrust laws, except in the limited case of boycott, coercion and
intimidation.

I use the word "protection" because, in the absence of the antitrust

laws, free enterprise would be a phrase foreign to the people of the

United States in this year 1972.

I truly believe that we are faced with a health insurance crisis today
because competition in the insurance industry does not exist. Yes, it

exists at the local agent level, but at the top it is one big, happy family

run solely for its own good by countless committees of over 200 insur-

ance trade associations.

This industry, controlling assets in total approaching the size of the

national debt of the United States, has the power to control the stock

markets, to buy control of any industry, even to manipulate and fix: the

price of gold.

It cannot be allowed longer the absolute freedom that it enjoys

outside the antitrust laws. It must not be allowed freedom to destroy

itself as it apparently is doing in the health insurance field.

In closing, I recommend to this committee that it give serious con-

sideration to the question of whether or not the insurance exemption
embodied in the McCarran-Ferguson Act should be repealed by the
Congress so that insurance companies are subject to the "Magna
Charta" of free enterprise which is embodied in the Sherman and
Clayton Acts.

"Magna Charta" was not my t«rm. It's the term of Mr. Justice

Thurgood INIarshall in a recent decision.

Their constant exchange of competitive information, taking place

in endless meetings, their joint activities expressed through hundreds
of trade associations, their joint representations to commissions and
governmental bodies as the end products of all agreements, all suggest
that the insurance companies continually conspire together for their

own benefit and to the disadvantage of the policyholders and the con-

sumer at large.

I also suggest that this subcommittee call for the records of the
insurance companies concerning the coordination of benefits, and we
shall be glad to cooperate in such an investigation.

I believe that this committee will learn that overinsurance is related

to the use of coordination of benefits is sheer pretext, and that the

real purpose of "COB*' is to reduce the payments to sick people who
hold these policies.
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Forced to compete, in the truest sense of the word, in the market-

place, the insurance industry of this Nation can and would rise to the

occasion and provide fully for the health insurance needs of the popu-

lation at a price the public would be willing and could afford to pay.

I thank you.

Senator Hart. Cancer is the No. 2 killer in the United States i

Mr. Amos. I think it is No. 1, Senator.

Senator Hart. What is number one ?

Mr. A]\ros. I believe it is the heart.

Mr. Chumbris. If it is not automobile accidents, it is pretty close.

Senator Hart. Well, it is probably a question more out of curiosity

than of relevance. Why did you pick cancer ?

Mr. Amos. Like eveiy other product, I foresaw a market in it, and

when I tested it, I found it to exist. I think the record of our sales.

Senator, bears that out.

At the end of 1971, 50 percent of our business was less than 2 years

old, and it had not lapsed off. It was because it just was spiralino-.

We did last year 25 million in premiums, we do about 37 this year,

we should do close to 60 next year.

This is only because people want it. They want the peace of mind

that goes with it. It is unbelieveable how people are interested in

cancer protection.

I have ladies in Columbus who Imow me, and call me, and sav,

"John, have a salesman"—one that I remember—"go by my son's

cleaning establishment and try to sell him a cancer policy. Now, if

vou will go. he will listen to vou and he will buy it. But if he doesn't

buy it, I will buy it for him then."

It's that peace of mind.
Senator Hart. Yes ; I do understand. But the peace of mind you get

is not that it will prevent the cancer, but that it will protect you and

vour family against the economic disaster that all of us have antici-

pated if cancer strikes.

Is that not rio-ht?

Mr. Amos. We do not sell it as anything else but a financial medical

supplement. But I do not buy airplane insurance because I am under-

insured. I buy it because I feel like if I don't buy it this may be the

very time the airplane is going to fall.

I am sure that plays some part in their persistence. They bought

the policy, they have carried it, and they have a superstition about

dropping it, I'm certain.

Also, of course, they would not buy it because of a superstition.

They buy it because of the money that it woidd pay.

Senator Hart. But as I understand it, the protection that it covers

or the losses that it compensates for are enormously short of the eco-

nomic loss experienced because of cancer.

Now, see if I am right. These are statistics from the Public Health

Service. These, as we read them, show that for all ages the stays in the

hospital for cancer comprise only less than 5 percent of all hospital

stays for all ages, and only 7.2 percent of all hospital stays for all ages

over 45.

Does that not mean that your chance of collecting under this policy

for that cost is pretty remote because you do not begin to get compen-
sated ?
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Mr. Amos. Well, Senator, we are not selling any broadbased policy.

We are selling a policy that pays in the event of cancer. It is special,

and it is a prodnct of our history. Special risk policies soit of follow

the times, and the plague of the times.

Senator Hart. Well, the average stay in the hospital for cancer is

just about 15 days, according to this Public Health Service announce-

ment. Under your policy that would mean that about all the policy-

holders would hope to collect from the average is less than $600.

Mr. Amos. Senator, that is where, with an average, you have got to

have a top and you have got to have a low. Not a large part, but some

of our claims arise from skin cancer that requires no hospitalization.

But we also have people who stay in the hospital GO, 80, 90 or more
days. The rates are fixed not on putting everybocly in the hospital for

60 days, but as few in there for 60 days as possible. But to have the

money there to pay for the man who does stay that number of days

and what-not.

Senator Hart. That is where Commissioner Denenberg would claim

that the Pemisylvania lottery is a better investment than this policy,

because the percentage who the 90 days is very, very small.

]Mr. Amos. Exactly. That is the reason we are able to do it. But the

man who does hit 90 days, he is really out of luck, because practically

everything else he has got has run out or been used up.

By the same token, out of $500,000 automobile liability limits, they

are available at prices we can afford to pay only because they do not

get hit very often.

Senator Hart. Have you bought one of your policies?

Mr. Amos. Yes, sir. My daddy had one and collected on it. He bought
the first one we ever issued.

Senator Hart. How about counsel, do you have a policj'?

Mr. HoFFMAx. Yes, I have a policy.

Senator Hart. You had better see us, then.

Mr. Amos. T had one agent who did not have a policy, and he has
owed thousands. His wife died of cancer. He bought a policy, and
he's now dying with cancer.

Senator Hart. My. O'Leary.
Mr. CLeart. Mr. Amos, could you give me an idea as to the num-

ber or the percentage of vour claims that involved a hospital stay

of over 90 days? Do you ha^'e statistical data you could supply for

the record ?

Mr. Amos. I would supply it for the record.

Let me say this : We started off as a very small company, and very
few years ago. And we did not have our IBM systems in the very
beginning, and it took time to perfect them and for the business to

grow.
So we do not have statistics going from the very beginning of our

experience, of 15 vears ago or so. But we have statistics that go back
within a reasonable period of time, that would give you some mean-
ingful information.
Mr. 0'Lf.\rt. Along that line do you have a profile of any kind of

the tv]^ical buyer of your cancer policy, whether the indi\ddual is male
or female and the age of the person who attempts to buy it, or income
group and education ?
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Mr. Amos. Only this: We do not have a profile that we set out to-

make up.

Mr. O'Leary. Right.
Mr. Amos. But we do know from our selling and our sales and oui

dealing with policyholders pretty much what we have got.

The quickest man to buy it is' a banker because he knows that if he

goes into the hospital that the government, the church, nobody is go-

ing to help him. He is going to have to write his own check for it. So
he is buying bank account insurance.

We know that on the individual sales we have more women and

older people in particular. And it carries with it a higher loss ratio.

It is normal that it would have selection against us when we are get-

ting the older people, and the cost also of hospitalizing a single person.

And we sell a lot of individual policies in that age group, in the older

age group.
But the cost of hospitalizing a single person is greater than hos-

pitalizing a married person or a man with a family because a widow
woman ov a spinster, when she goes into the hospital, chances are she

has almost got to be recovered before she can come out. There is no

one at home to take care of them.

A lot of our business is employees of cities, counties, States. I would

venture to say that not 50 percent, but a goodly percentage of the

insurance commissioners in the States in which we do business and

their offices are covered by group plans.

Mr. O'Leary. What about income le\-el? Do you liave any idea? Do
people with lower incomes tend to buy the policy more ?

Mr. Amos. Only on group. The lower income level does not buy it

on an individual plan basis.

Mr. O'Leary. Perhaps, for the record, we should keep our terms

clear. You do not mean group, you mean franchise.

Mr. Amos. Wlien I refer to group, I do not mean a master group

policy sold to an employer. I mean a group of policies sold to a group

of people, a group of individual policies.

Our policy is the same policy contract, regardless of whether it is

sold on a payroll deduction as a member of an association or door

to door as an individual, isolated sale.

By the same token, concerning the question that you asked the last

witness, if a man leaves a group, there is absolutely no change in his

benefits nor his policy form. He keeps it. It is just that the rate goes

up a little bit because we are now billing him individually and collect-

ing it one at a time instead of a hundred at a time.

Mr. O'Leary. Have you ever done any marketing surveys as to the

kind of person who is most apt to be persuaded to buy your policy ?

Mr. Amos. No.
Mr. O'Leary. As I miderstand

Mr. Amos. Let me say this: The underprivileged don't buy it. It is

only bought in the middle-income and upi^er—or the lower-middle

income and up. The only time we get a hard-working man, day laborer

or someone like that, would be where it was withheld on a payroll

deduction basis, or in a group, and vre don't get many in that group-

Mr. O'Leary. This policy is sold through an agent, right*'

Mr. Amos. It is.
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Mr. O'Leary. He comes aroimd and persuades the individual that it

is protection and
Mr. Alvios. Eight.

Mr. O'Leary. Do you sell tliis at all by mail ?

Mr. Amos. Very little of it.

We are not a mail order house. The only mail solicitations we do is

where we are soliciting a group. We may have the Georgia State

Laundry Association—with a State association sponsorship, in order

to get the franchise group moved in, and we will circulate their mem-
bers by mail.

jMr. O'Leary. And as I imderstand it, it has got to be diagnosed as

a cancer in order to be covered. In other words, if I have a tumor and—
or if I don't go to the hospital and I am operated on and it is found

to be benign, I'm out of luck.

Mr. Amos. If it is benign, you are out of luck but— (laughter)—you

are out of luck, right. Do you want to correct that statement, sir.

Mr. O'Leary. No, no.

It is fair to say that it is not a hospitalization policy in the ordinary

sense.

Mr. Amos. Now let me tell you the situation that it does pay in. It

pays where the cancer is inoperable whether or not there is any tissue

removed. We use a rule which we have found to be trouble free: If

the diagnosis, the quantiful diagnosis is consistent with cancer, and

inconsistent with any other reasonable diagnosis; and if the treatment

is consistent with cancer, then we pay—we accept the claim even in

the absence of pathology.
Because you can't ask them to kill a man to get you enough path to

pay a claim. This has been a process of evolution. The policy we have

today bears little resemblance to what it did 15 years ago, and probably

will in another 5 years.

For instance, the preexisting condition we used to contest. A man
would buy a policy and it had no waiting period, but if we got a claim

in 10 day's, and the tumor was as big as a watermelon, well you had
some reason to believe that it might have existed prior to the time that

he bought the policy. But it was a maker of ill will. It certainly caused

some litigation. It caused settlements in cases. About 4 or 5 years ago
we adopted a new rule. We put on a waiting period. Then we said that

after that waiting period that we would not worry about preexisting

conditions. That if the man had never had a cancer prior to the end of'

the 120th-day following the issuance of the policy, in his entire life-

time, diagnosed; then if it has been—or had been manifest or non-

manifest in his body for 10 years, we still acce]Dt liability.

We go on date of diagnosis. Now I might add with reference to the

process of evolution that we are closely approaching reducing the-

waiting period to 30 daj-s, or eliminating it altogether because we have

experience now to determine just what our liability would be imder
tliose circumstances.

Yie are trj- ing to do a fair job for the cancer victim.

ISIr. O'Leary. You don't feel that someone is better off taking his

money that he would put into your policy and buying better compre-
hensive care; a better policy that covered everything?

Mr. Amos. Counsel, the only answer I can give you to that is that

I figured out the other day, since I got out of law school—I bought '2f-.
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automobiles. In 21 years. If you are going to measure everything in
what is the best buy, what Ave should do, all right. But I think you
still have to give the individual some responsibilit}' for his own destiny.

Mr, Sharp. I guess it is fair to say, Mr. Amos, that you believe that
the health destiny of the individual is under his own control ; is that
a fair statement based on your last statement ?

Mr. Amos. It is not under the present system. He has no control
over what kind of insurance he is going to get.

Mr. Sharp. I'm not talking about insurance. I am talking about
health care. I'm talking about the fact that we have pollution ; we have
many other environmental factors. Are you suggesting that "individ-
ual responsibility" is going to cure these problems ?

Mr. Amos. I am not. I am not. I think the Government has got to

take the big lead. If there is any answer to the delivery of health care

at reasonable cost, it doesn't lie within the power of the insurance
companies to solve.

Mr. Sharp. It doesn't ?

Mr. Amos. It does not.

Mr. Sharp. You are suggesting then that someone else should be
doing this, not just the individual, but the bod,y politic which is rep-

resenting the individuals ?

Mr. Amos. The body politic. I don't know tliat tliat is going to be
any answer. As far—as fast as the whole thing is tied to our inflation-

ary spiral, and there is no escaping, the Government itself is then in

that inflationary s])iral.

]Mr. Sharp. Well, let me ask you, speaking of inflationary spiral

here, getting to the question Mr. O'Leary just asked you—just carry-

ing it one step further—if for example I had a verv good comprehen-
sive liealth care policy, giving me hospital care, surgical benefits, ex-

tended care facility benefits—by the way, your policy doesn't as I

read it, cover extended care facility benefits, does it ?

Mr. Amos. It covers unlimited hospitalization.

Mr. Sharp. Just hospitalization ?

]\Ir. A^ros. Right.
Mr. Sharp. In shoit, I have to be in a hospital to collect. If I am

dying from cancer I have to stay in that hospital to collect.

Mr. Amos. You are going to need to stay in that hospital.

]\Ir. Sharp. Pardon ?

Mr. Amos. You are going to need to stay in that hospital.

Mr. Sharp. I can't go home to my loved ones and die.

Mr. Aaios. People from extended care facilities where they have
been there for sometime else, go to the hospital for cancer.

Mr. Sharp. Well, today many people in this Congress are pushing
foT' a program, various programs, that would talve people out of the

hospitals and put them into extended care facilities, a progressive
treatment kind of ]3rogram. Get them into qualified day care and nurs-
ing homes or qualified home care. As I understand it, and as I read
your policy, none of this is available to the unfortunate person with
a malignant cancer.

Mr. Amos. Exactlv. And I can make it that way.
Mr. Sharp. Why don't you ?

Mr. Amos. Because the public won't pay the premiiun. It costs—for
5^150 a yeai- I can do everytliing you are talking about.
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Mr. Sharp. AVliy won't the public pay the premium ?

Mr. Amos. It is just my opinion, I haven't tried to sell it.

Mr. Sharp. ^Vliy would, you think that. Just assume you are a busi-

nessman. Why do you think that the public wouldn't buy it ; I mean,
just as to your cancer policies.

]Mr. Amos. That is just my opinion. I haven't tried it. But I don't
believe they would pay $150 a year for cancer insurance, where they
will pay $50 for a smaller package of cancer insurance.
Mr. Sharp. Xow you made one statement that was of interest. You

say that the Blue Cross doesn't pay for blood, and you are kind of
leaving the impression that the Blue Cross people are putting their

monetary consideration ahead of service at a time of greatest need.
Isn't it true, sir. that the hospitals tell the Blue Cross not to charge

for blood because they are not interested in the money. They say they
want to keep the blood banks replenished. So when you make the state-

ment that you did in your statement, isn't that kind of implying that
the Blue Cross doesn't pay for blood and your advertising says the
Blue Cross doesn't pay for blood. Don't you feel that is misleading
advertising?
Mr. Amos. I am—in the first place I am not advertising what Blue

Cross does or doesn't do. That is a statement that I wrote for this com-
mittee and this committee alone.

Mr. Sharp. Well, why ? Why would you tell us something like that ?

JMr. Amos. Let me see it in context. I was showing that Blue Cross
was not 100-percent coverage.
Mr. Spiarp. Blue Cross won't give you the blood. Blood is supplied

by the hospital as a service and they don't charge for it.

Mr. Amos. Are you saying that Blue Cross does not have to pay for
blood but it gives it to you ? Does it go get the donor ?

]Mr. Sharp. If I am covered under Blue Cross, the hospital sslys

they don't want Blue Cross to charge for the blood. The reason is

that—not that they are callous and indifferent to the needs of the
patient, but it is a fact that they wish to keep the blood banks
replenished.

]\Ir. Amos. Well I—I am surprised that that is the situation. I have
yet to hear the possibility that we do not pay for blood or anything
else.

Mr. Sharp. Well, now, moving on here, you have given to the sub-
committee on the last page in your presentation some statistics. I'd
like to run through some of these statistics here that were presented
to the subcommittee.
Mr. Amos. Yes, sir.

Mr. Sharp. Xow, using the lapse rates, percent of policies found at
the bottom of page 4, lapsing in policy years, and the loss ratios in
the middle of that page, the subcommittee staff has computed the loss

ratio for a block of business to be 42 percent.

In short, what we've done, basically, is to take the simple average
and weight it for policy terminations. And when we do that, m'c come
out with a 42-percent payout.

Isn't this an awfully low payout when, you say, much of your busi-
ness is sold on a franchise or a quasi-group basis where the premiums
for this franchise insurance are secured through payroll deduction ?

Mr. Amos. Now, I'm not an actuary and I'm not qualified to get
90-319—73—pt. lA 39
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very deep into this field, but I would think that averaging would not

be proper because the longer you hold a policy, the more likely we are

to have to pay.

Mr. Sharp. Well, sir, let's go into that statement of yours. Let's

examine it carefully because, Mr. Chairman, we v/ill present for tlie

record, the actuarial assumptions made for the table including the

calculations of this weighted loss ratio, which, by the way, the last

page of the Occidental Insurance Co. statement on the 20-year major

medical policy indicates that it is the common practice to Aveight tlie

loss ratio by the number of policies terminated for any given block of

business. So, I ask that this table be included in the record.

(The document follows.)

AMERICAN FAMILY LIFE (CALCULATION OF WEIGHTED LOSS RATIOS)

[In percent]

Policy year
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our policyholders themselves, for the most part, do not permit our

policy to lapse even though it is written on a yearly basis.

They cany it through the time period when cancer is most likely to

strike.' I take it that that's your feeling of the people carrying your

policies^

Mr. Amos. Eight.

Mr. Sharp. They might take one out at 47, and 'T'm going to keep

that policy

Mr. Amos. Eight.

Mr. Sharp. Because I don't want to be caught." Eight?

Mr. Amos ( Nodding head )

.

Now, using some very simple arithmetic here, looking at the bottom

of page 4, we get the percent of policies lapsing in a policy year, for

your block of business, is that true ?

Mr. Amos. That's what my staff came up with. I believe it, yes.

Mr. Sharp. It's true, isn't it ?

Mr. Amos. Yes.
Mr. Sharp. These figures are correct ?

Mr. Amos. To the best of my knowledge and belief they are. I didn't

calculate them, they were calculated by my
Mr. Sharp. Well, let's start with the percent of policies lapsing

in policj^ year because, on January 1 of policy year 0, we have none,

but at the end of that year, we have 100 policies written.

So, the first year, 20 percent of those policies have terminated

—

lapsed ?

Mr. Amos. Eight.
Mr. Sharp. That leaves us with 80 ?

Mr. Amos. Eight.
Mr. Sharp. Eight. Then if vou take 15 percent of the 80, you come

up with 68 left.

Now, you say for the first 6 years it's 20%, 15%, 12%, 10%c, 8%,,

7%, and for every year after 6, it's 7%. We did a little calculating

here, Mr. Amos, and over the 1.3-year period, starting with 100
policies, j^ou'd wind up with 28 policies. Do you follow me, Vv'hat I'm
trying to say ?

jSIr. Amos. Wait a minute now. I explained, counsel, as I read
it

Mr. Sharp. I'm sorry.

Mr. Amos. This is not a percent of the declining balance. It is a
percent of the original 100 policies.

Mr. Sharp. Of the original 100 policies?

Mr. Amos. Exactly.
Mr. Sharp. 20 percent
Mr. Amos. We've got 80 left at the first year.

Mr. Sharp. How many do you have left at the end of the second
year ?

Mr. Amos. 65.

Mr. Sharp. How- do you figure that ?

IMr. Amos. Thafs just what our figures show.
Mr. Sharp. I show 68. I'm giving you the benefit of the doubt.
Mr. Amos. Well, if we have 80 and we take 15 off of it

Mr. Sharp. You get 15 percent of 80, which is what?
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Mr. Amos. No ; we're not dealing in percentages. That's what I was
saying. This is based on the 100 policies.

Mr. Sharp. It says here, sir "20 percent." I'm just giving you—

—

Mr. Amos. And I corrected it when I read this statement for this

committee. I said this relates to the full 100 policies. In other words,

20 percent of the full 100 the first year, 15 percent of the full 100 the

second.

Mr. Sharp. All right. Wait a minute. Twenty percent of the first

100 gives you 80, right ?

Mr. Amos. Right.

Mr. Sharp. And 15 percent of the full 100 gives you 15, right?

Mr. Amos. Right.
Mr. Sharp. Now, what are you doing? Are you subtracting the

15 from the 80 at that juncture ?

Mr. Amos. Right.

Mr. Sharp. Fine. That gives you 65, right sir ?

Mr. Amos. Right.
Mr. Sharp. Then what do we do for the 12—take 12 percent of

the 100 ?

Mr. Amos. Twelve percent of 100.

Mr. Sharp. That gives us 12, right ?

Mr. Amos. Uh-huh.
Mr. Sharp. That comes out 53. Then we take 10 percent of 100,

gives us 10, and 43 left. Then we take 8 percent of 100, or 8, which
gives us 35 loft. Then we take 7 percent of 100, and we're down now
to 28 left.

Now, were going into our seventh year. We take 7 percent of 100

and were down to 21, sir. So, we're going down to and minus by the

end of the 10th and 11th years.

Mr. Amos. Some of this is wrong. Let me explain to you. All right.

Mr. Sharp. I'm not trying to joke with you. I'm not trying to em-
barrass you sir, really. You have presented figures here and we're just

trying to understand.
Mr. Amos. Now, what I'm trying to say is this.

Mr. Sharp. Yes, sir.

Mr. Amos. That this, for instance this 20 percent could lapse in 1

month, or it might be the first exposure. I'm going to say I can't

answer you. There's a discrepancy somewhere because it doesn't stack

up with my premiums.
Mr. Sharp. Well, would you do us a favor? Perhaps you will supply

for the record the—

—

Mr. Amos. I would clarify it for the record at this point.

Mr. Sharp (continuing). Clarification and give us your actual as-

sumptions as to any lapsation data. And which tables are used ?

Mr. Amos. I will give you the actuarial data, the actual data, and
then you can take it on from there.

Mr. Sharp. Mr. Chairman, I would like to introduce for the record,

the policy Form A4474 and advertisings which is their major selling

cancer policy.

Mr. Amos. Yes, sir.

Mr. Sharp. The monthly vital statistics report of the national cen-

ter for health, statistics and additional data supplied, and as well as,

Mr. Chairman, a letter received from a constituent not of yours, Sena-
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tor, but a Virginia resident who wrote to you under date of June 1,

1972. And she's calling our attention to a Washington Post article, and
I'd like to put this article into the record and the attached article

from the Post.

Mr. Hart. Fine.

(The documents follow. Testimony resumes on p. 1173.)

Fairfax, Va., June 1, 1972,
Senator Philip A. Hart,
U.S. Senate,
Washington, B.C.

Dear Senator Hart : Your attention is invited to the reproduced copy of an
article wliich appeared in tlie Washington Post, Friday, May 12, 1972.

It may interest you to know tliat we, the employees of the Office Secretary of
Defense, DOD, were offered this healtli insurance by the Welfare and Recrea-
tion Association of the Department of Defense, Room 3C 1057, Pentagon, and I
was one of the subscribers. I did not pay my semiannual payment of $12.00
($24.00 per yr. ) because of this information.

I don't know what it is, but when the Federal government employees are
sucked in on a thing lilce this, how can we believe anything else.

I just thought perliaps you should know that maybe we have been exploited.
Sincerely,

Mrs. Francine Davis.

[From the Washington Post, May 12, 1972]

Mass-Marketed Insurance Hit By Pa. Official

(By Morton Mintz)

Pennsylvania's maverick state insurance commissioner, accusing commercial
insurers of mass-marketing individual health policies he called "junk" and
"nothing short of fraud," urged Congress and state legislatures yesterday to
consider laws to remove the companies from the market "immediately."
"The public would be better served" were the non-profit Blue Cross plans to

acquire a monopoly. Commissioner Herbert S. Denenberg told the Senate Anti-
trust Subcommittee.

"These plans return in benefits 97..3 cents of every premium dollar," Denen-
berg said. Even private group health plans return 96.1.

But, he testified, a survey of 916 of the more than 1,200 companies selling in-
dividual illness and accident policies showed that they returned only 53 cents
on the premium dollar.

Pennsylvanians holding "a notorious cancer policy" got only 7 cents on the
premium dollar from a firm that Denenberg identified to a reporter as American
Family Life Assurance of Columbus, Ga. [Offered to Office of Secretary of De-
fense employees (OSD, Dept. of Defense) through AVelfare and Recreation As-
sociation, Room 3C 1057, Pentagon.]

"The public is being taken," he said. Subcommittee Chairman Philip A. Hart
(D-Mich.) agreed. The companies are profiting from "a sort of harvest of ig-
norance," he said.

The companies have sold an estimated 43 million individual policies, directly
affecting that number of owners plus possibly 17 million family members. An-
other 13 million persons hold policies that replace income lost as a result of
disability.

The subcommittee staff said that the Combined Insurance Group—five firms
headed by W. Clement Stone of Chicago, President Nixon's principal recorded
campaign contributor—paid 40 cents in benefits out of each dollar collected on
policies providing for disability income.
The staff data—based entirely on the group's own figures for 1971—showed

that 41 cents went for administrative expenses, 14 cents for profit and 5 cents
for federal and state taxes.
A similar staff exhibit for the MacArthur Insurance Group—mainly Bankers

Life & Casualty Co.—showed that of each premium dollar derived from indi-
vidual hospital and surgery policies, 51 cents was paid out in benefits, 44 cents
in administration expenses and profit and 5 cents in taxes.
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Stone had been scheduled to testify hut sent a letter to Hart saying he was
in London to fulfill a speaking engagement.

Testifying in his stead, Edmund G. Pabst of Chicago, executive vice presi-

dent of the Combined Insurance Co. of America, said that commercial carriers
"are returning a sufficient amount in benefits" to individual policyholders.

"Clearly the American public wants and needs both individual and group pro-
tection," Pabst asserted.

His firm, which accounted for one-tenth of the group's 5.5 million policyhold-
ers, received $240 million in premiums last year on life and accident and health
policies.

Commissioner Denenberg charged the health insurance industry with having
done "little more than shovel money back and forth between policyholders and
providers" of health care. But he acknowledged under questioning that the system
is so structured as to provide little or no incentive to Blue Cross and Blue
Shield plans, either, to try to hold health-care costs down rather than simply
to pass them through to consumers.

Moreover, Hart said, it's "in the cards" of the existing profit-motivated sys-

tem that no one with a really serious health problem can count on getting "ade-
quate health insurance."
Denenberg, in an exchange with Sen. Edward M. Kennedy (D-Mass.), said

that intense "micks" rather than better insurers produces "new gimmicks" rather
than better services and lower prices.

Most mass-marketed policies include little or no out-patient coverage but em-
phasize much more expensive in-hospital coverage.

HOSPITAL DISCHARGES,! UNITED STATES, 1968—LENGTH OF STAY IN HOSPITAL

[In thousands]

Malignant neoplasms Benign neoplasms and others

65 and 65 and
All ages Under 55 over Alleges Under 65 over

30 days or less.

31 days or more
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N^umber of discharges.—During 1968 over 28 million patients were discharged
from short-stay hospitals. Of this number, data by color and discharge status

were available on 24.4 million, of which 21.6 million were white patients and 2.9

million were patients other than white (fig. 1).^ Each group discharged 97 per-

cent of the patients alive.

Two of the four geographic regions, the North Central and the South—with
more than 8.6 million patients each—had the largest number of discharges. The
West—which had slightly less than half the number of patients as the other two
regions—had the smallest number of discharges, 4.2 million (table 1).

Almost half of the 28.1 million discharges were patients between 15 and 44
years of age (table 1). Females, including those hospitalized for deliveries, ac-

counted for over half of the total hospitalizations. But even when deliveries were
excluded, females represented approximately half of the total discharges (table

1).

Figure 1. TOTAL DISCHARGES BY COLOR: UNITED STATES, 1968

ZZZZZi White

All other.

All ages Under 15

years
15- 44
years

AGE

45-64
years

65 years
and over

^ Statistics on color must be used with caution since the number for whom color is not
stated (3,497,000) Is larger than that for the all-other color category (2,895,000).
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Rate of discharges.—The rate, as well as the number, of discharges was higher

for females than that for males. Including deliveries, the discharge rate for

females was 165.8 per 1,000 population ; excluding deliveries, the rate was 132.8.

The discharge rate for males was 119.2 ( table 1 )

.

However, the highest rate of discharges (314.4) was among males 65 years of

age and over. This was followed by a rate of 288.7 for females in the same age

category. For both sexes combined the rate nearly doubled (300.8) that of the

45_64-year-age group (162.0, table 1). This ratio holds true for each region except

the North Central wheer it slightly more than doubled for males in the age group

65 years and over. This region also had the highest rate (158.5) of total dis-

charges. The West Region had the lowest rate (130.0) but was followed closely by

the Northeast with a rate of 132.1 per 1,000 population (table 1).

With the exception of the age group 65 years and over, the second highest rate

of discharges (213.0) was found among females 15^4 years of age and was pri-

marily attributable to deliveries. This age group also had the most days of care

for a single age-sex category ( table 1 )

.

Average length of stay.—When age is combined with sex, females under 45

years of age had a shorter average length of stay than did males in the same age

bracket. But among those 65 years and over females had a longer length of stay

than did males (table 1).

In all regions, females in the age group 15^4 years including those with de-

liveries had a shorter length of stay than did females in the same age group with-

out deliveries. The Northeast Region's total average length of stay (9.9 days) was
the longest of all the regions for all age-sex categories, whereas the West's was
the shortest (7.1 days, table 1)

.

Average length of stay increased with age from 5 days for persons under age

15 to 14.2 days for persons aged 65 and over (table 1). This was true whether
the patients were discharged alive or dead, except for the category "all other"'

patients discharged alive under 15 years of age (table 2). Plowever, the average

length of stay for patients discharged dead (14.8 days) was almost twice that for

patients discharged alive (8.2 days).
Of patients discharged alive, all ther patients averaged almost a half day

longer stay (8.7 days) than did white patients (8.3 days). Within age groups,

white patients 15-44 years of age stayed just over half a day less than all other

patients in the same age group. For the remaining age groups, white patients

stayed from 2.3 to 2.6 days less than all other patients in the same age groups.

Figure 2. AVERAGE LENGTH OF STAY IN DAYS OF DECEASED PATIENTS, BY AGE AND COLOR:

UNITED STATES, 1968

18 ^ v.h„.

All agss Under 15 years 15-4 4 yeors

AGE

•45-64 -years 65 yeors
and over
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TABLE 2.-NUMBER OF PATIENTS DISCHARGED FROM SHORT-STAY HOSPITALS, DAYS OF CARE, AND AVERAGE

LENGTH OF STAY IN DAYS, BY DISCHARGE STATUS, COLOR, AND AGE: UNITED STATES, 1968

[Excludes newbornl

Discharge status, color, and age

Number of

discharges

(thousands)

Days of care Average length

(thousands) of stay (days)

All discharges >..-

Under 15 years.

15 to 44 years

45 to 64 years

65 years and over

Discharged alive J.

Whites

Under 15 years

15 to 44 years _

45 to 64 years _

65 years and over _

Another
Under 15 years

15 to 44 years. __

45 to 64 years

65 years and over

Discharged dead*.
White

Under 15 years...

15 to 44 years

45 to 64 years

65 years and over

All other

Under 15 years...

15 to 44 years

45 to 64 years...

65 years and over

28,070 237,201 8.5

3,988
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slightly. Exclusive of obstetrical conditions, diseases of the digestive system

remained as the most prevalent diagnoses of all discharged patients (table A).

Patients with a diagnosis of acute coronary occlusion had the longest average

length of stay (18.8 days). The rank order for average length of stay by first-

listed diagnosis is shown in table B.

TABLE A. -10 MOST FREQUENT CATEGORIES OF IST-LISTED AND ALL-LISTED DIAGNOSES EXCLUDING OBSTET-

RICAL CONDITIONS: RANK ORDER BY AGE, UNITED STATES, 1968

First-listed diagnoses

Rank order

Diagnostic category

Number Under
in thou- 15 15-44 45-64

sands All ages years' years years

All-listed

diagnoses

65
years Number All ages

and in thou- (rank

over sands order)

Digestive system 3,986 1

Respiratory system 3,272 2

Injuries and other adverse effects of chemical

and other external causes 2,886 3

Circulatory system 2,669 4

Genitourinary system 2,647 5

Malignant and benign neoplasms 1,927 6

Nervous system and sense organs... 1,542 7

Bones and organs of movement 1,080 8

(VIental, psychoneurotic, and personality

disorders 799 9

Allergies, endocrine system, metabolic, and

nutritional diseases 785 10

3

1

2

Q)
4

9

5

Q)

6,101
4,881

4,255
5,973
5,070
3,181
2,823
2,043

10 1, 508

8 2, 337

1 Congenital malformations ranked 6th and infective and parasitic diseases ranked 7fh in this age group.

2 This diagnosis was not among the first 10 for this age group.

TABLE B.-RANK ORDER OF AVERAGE LENGTH OF STAY IN DAYS FOR 7 FIRST-LISTED DIAGNOSES BY BODY SITE:

UNITED STATES, 1968

Diagnostic site

Average length of

stay in days, by
rank order

Circulatory system: acute coronary occlusion —
Nervous system and sense organs:

Vascular lesions affecting central nervous system.

Malignant and benign neoplasms: malignarrt

Genitourinary system: hyperplasia of prostate.

Injuries and other adverse effects of chemical and other external causes: fractures.

Bones and organs of movement:
Arthritis ._ -

Displacement of intervertebral disc.

18.8

16.6
15.3
14.1

13.6

13.0
12.9



1165

TABLE 3. NUMBER OF PATIENTS DISCHARGED FROM SHORT-STAY HOSPITALS, BY CATEGORY OF FIRST-LISTED

DIAGNOSIS AND AGE; UNITED STATES, 1968

Excludes newborn. Diagnostic groupings and code number inclusions are based on the "International Classification of
Diseases, Adapted," revised edition. December 1962, in thousands!

Diagnostic category All ages I Under 15

years

15-44

years

45-64
years

65 plus
years

All conditions 28,070
Excluding obstetrical conditions _ 23,887

Infective and parasitic diseases (002-138) 319
Malignant neoplasms (140-205) 1,044

Benign neoplasms and neoplasms of unspecified nature (210-

239) 883

Allergic, endocrine system, metabolic and nutritional diseases

(240-289) 785

Hay fever and asthma (240-241) 134

Diabetes n.ellitus (260) 385

Diseases of blood and blood-forming organs (290-299) 175

Mental, psychoneurotic, and personality disorders (300-329) 799

Diseases of the nervous system and sense organs (330-398) 1, 542

Vascular lesions affecting centra nervous syste n (330-

335) .-. 504

Cataract __ _ _ _ 217

Diseases of the cirVulatory system (400^68) '

.

" 2, 669

Acute coronary occlusion (420.1) 372

All other diseases of the heart (400-420.0,420.2-443) 1,375

Hemorrhoids (with and wrthout ulcer) (461) _. 208

Diseases of the respiratory system (470-527) 3,272

Acute upper respiratory infections (470-475) 387

Hypertrophy of tonsils and adenoids (510) 1, 062

Pneumonia (all forms) (490-493) _ 704

Diseases of the digestive system (530-587) 3,986
Ulcer of stomach, duodenum, and gastrojejunal ulcer (540

552) 445

Appendicitis (550-552) _ 334

Inguinal hernia (560.0, 561.0) 502

Gastroenteritis and colitis, except ulcerative (571) 509
Cholelithiasis and cholecystitis (584-585) 482

Diseases of the genitourinary system (590-637) 2,647
Hyperplasia of prostate (610) 191

Disorders of menstruation (634) 396

Deliveries and complications of pregnancy, childbirth, and
puerperium (640-689, Y06-Y07) 4,183

Diseases of the skin and cellular tissue (690-716) 388
Diseases of the bones and organs of movement (720-749) 1, 080

Arthritis (all forms) (720-725) 263
Displacement of intervertebral disc (735) 256

Congenital malformations (750-759) 228
Injuries and adverse effects of chemical and other external

causes (800-999, YIO.O) 2,886
Fractures (all sites) (800-826) 1,034
Laceration and open wound (870-898) 347

All other conditions and special admissions (residual) 1, 185

3,988
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ABLE 4.—MU1V13ER OF ALL-LISTED AND FIRST-LISTED DIAGNOSES, DAYS OF CARE, AND AVERAGE LENGTH OF

STAY FOR PATIENTS DISCHARGED FROM SHORT-STAY HOSPITALS, BY CATEGORY OF FIRST-LISTED DIAG-

NOSES: UNITED STATES. 1968

(Excludes newborn. Diagnostic groupings and code number inclusions are based on the international classification

of diseases, adapted, revised, edition, December 1962; in thousands]

First-listed diagnoses

Diagnostic category
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TECHNICAL NOTES
Source of Datti

The Hospital Discliarge Survey collects data on patients discharged from
noninstitutional short-stay hospitals located in the 50 States and the District

of Columbia. This report excludes discharges for all Federal hospitals and new-
born infants. Information for this report was obtained from a national sample
of appi-oximately 400 hospitals which furnished data on slightly over 210,000

medical abstracts of hospital discharges.

Sampling Errors

The estimates presented are subject to sampling error since a sample rather

than the entire population has been surveyed. The standard erroi-s appropriate

for the estimates of the number of discharges are shown in table I and those

for days of care are shown in table II.

Rounding
Due to rounding, detailed figures within tables may not add to totals. How-

ever, all rounded numbers are obtained from computations done on unrounded
numbers.

Definitions

Short-stay hospitals are general and short-term special hospitals that have
six beds or more for inpatient use and an average stay of less tlian 30 days.

A patient or inpatient is a person who has been formally admitted to the in-

patient service of a short-stay hospital for observation, care, diagnosis, or

treatment.
A discharge is the formal release of an inpatient l>y a hospital, that is, the

termination of a period of hospitalization by death or by disposition to place

of residence, nursing home, or another hospital. Total discharges could include

more than one prcriod of hospitalization for any one patient, but no distinction

is made l.etween one and more than one hospital episode per patient. "Discharges"
and "patients (or inpatients) discharged" are used synonymously.

Table I.

—

Approximate standard errors

of estimated numbers of discharges

Size of estimate Standard eror

6,000 1,290
10,000 1,680
50,000 4, 080
100,000 6, 290
500,000 21, 300
1.000,000 39, 300
5.000,000 182,500
10,000,000 361, 000
30,000,000 1, 077, 000

Discharge rate is the ratio of the number of hospital discharges during a
specified year to the number of persons in the civilian, noninstitutional popula-

tion as of July 1 of the specific year. Rates in this report are given for 1,000

persons in the population.

Table 11.—Approximate standard er-

rors of estimated numhers of days of
care

Size of estimate Standard eror

500,000 104, 900
1,000,000 148,800
5,000,000 341,500
10,000,000 497,000
50,000,000 1, 350, 000
100,000,000 2, 260, 000
200.000,000 4, 000, 000
300,000,000 5, 730, 000
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Days of care denotes the unit of measure for lodging facilities provided and

services rendered to an inpatient between two successive dates (admission and

discharge). A stay of less than 1 day (admission and discharge on the same

calendar day) is counted as 1 day in the summations of inpatient days.

Average length of stay is the total number of inpatient days accumulated by

patients at time of discharge from short-stay hospitals during a specified calendar

year divided by the number of patients discharged.

First-listed diagnoses are the aggregate of individually coded diagnoses listed

in position niunber 1 on the face sheet of the medical records for patients dis-

charged including single (only) and first of multiple discharge diagnoses.

All-listed diaonoses are the aggregate of individually coded diagnoses listed

in all positions on the face sheet of the medical records for patients discharged,

including single and all multiple discharge diagnoses. The maximum number

for one hospitalization period is five.
^ ^ ^,

Color is designated as either "White" or "All other." In 12.4 i^ercent of the

medical abstracts no designation was made.
Obstetrical conditions include deliveries, abortions, and complications of

pregnancy, childbirth and puen^erium.
Deliveries include deliveries with and without mention of complications.

Discharge status is the condition (i.e., either alive or dead) of a patient when

discharged.

DISCHARGES FROM SHORT-STAY HOSPITALS WITH NEOPLASMS' BY LENGTH OF STAY INTERVALS BY AGE,

UNITED STATES: 1968, (EXCLUDING NEWBORN)

[Number of discharges in thousands]

All ages

Less than

65 years 65 and over

1,045 587
Malignant neoplasms: 2

Total ----

Less than 1 day

1 day...

2 days...
3 days
4 days
5 to 7 days

8 to 14 days

15 to 21 days...-

22 to 30 days

31 and over

Benign neoplasms and neoplasms of unspecified nature:^

Total...

Less than 1 day

1 day
2 days
3 days
4 days ---

5 to 7 days

8 to 14 days

15 to 21 days

22 to 30 days

31 and over

1 First-listed diagnosis. „„ j. . „ . ,,„ -oc ,,

2 International classification of diseases adapted revised 1962 edition. Codes 140.-205.0.

3 Ibid., Codes 210.-239.9.

< Less than 1,000.

Source: Hospital Discharge Survey, Provisional Data, National Center for Health Statistics, June 1972.

456

12
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Accident and Health Policy Experience Exhibit for Year 1971

made by american family life assurance company of columbus

Date of filing: This exhibit is required to be filed not later than June 30,

1971
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AcCIDi<.NT AND HeALTH PoLICY EXPERIENCE EXHIBIT FOR YeaR 1971

MADE BY AMERICAN FAMILY LIFE ASSURANCE COMPANY OF COLUMBUS

Date of filing: This exhibit is required to be filed not later than June 30,

1971

Forni) No. and name of policy

Loss
ratio

Premiums Losses (per- Commissions
earned incurred cent) incuried

Rate
of
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American Family Life
Assurance Co., of Columbus,

Colutnbus, Ga., June 9, 1912.

Hon. Philip A. Hakt,
L'.S. Senate, Washington, D.C.

Dear Senator Hart: The press, and probably the public, has assumed as a
result of our voluntary cooperation with your Committee and staff in its search

for facts relative to the role of insurance companies in policing the delivery of

hospital and medical care that our Cancer Care insurance itself was the subject

or your investigation.

This probably results from reckless, illfouuded and totally misleading statis-

tics cited to your Committee by Herbert Deneuberg, Commissioner of Insurance
for the Commonwealth of Pennsylvania. Prior to these hearings our company
chose to contest a certain arbitrary order of the Pennsylvania Commis-sioner in

tlie Courts of that State. He was so patently wrong that we won the case, and he

has not as yet seen fit to file a notice of appeal. He is still smarting under that

defeat.

His testimony before your Committee was not only biased but was know-
ingly and intentionally misleading. Denenberg hails himself as expert in the

whole field of insurance—and when an expert knowingly takes an isolated

statistic and presents it as representative of the end result—depending upon his

expertise, position and reputation for credibility he has intentionally lied.

I assert that one Herbert Denenberg lied before your Committee in his testi-

mony on May 11, 1972. He lied when he cited the isolated statistic that our

company had returned to Pennsylvanians only 7% of premiums collected in

benefits! The knowing omission of ultimate facts is just as gross as the express

falsification of fact. This insurance expert lied not in what he told your Com-
mittee but in what he did not tell your Committee and in what he led you to

believe.

He did not tell your Committee that cancer hospital insurance is not like

general, all purpose hospital insurance. In the latter case it can be expected

that some member of the family group will for some reason be hospitalized

every 12. 24 or 36 months as a result of accident, influenza or even a virus—but

cancer, like lightning, strikes not often. It will strike one out of four Ameri-

cans—not necessarily this year, next year, or even ten years from now, but over

the entire lifetime of the populace.

When the Commissioner of Pennsylvania said we had paid out 7<t out of the

dollar, he knowingly failed to tell you we had been doing business in Pennsyl-

vania only 19 months and that our volume of sales in that state in such a short

period were such that they could not possibly be indicative of the final results.

It takes a new life insurance company something like 35 years for its death claims

I'aid to level out. They know in the outset that everyone they insure will ulti-

mately die and end up as a claimant—but they insure only those that they con-

sider 'have many healthy years ahead. They plan to collect premiums for

many years, invest those premiums so that they will have the funds on hand

to pay the death claim when that inevitable day arrives. Until death of the

insured they pay out nothing, and on the basis of blocks of persons insured in

any given vear, the insurance company starts out with a nil payout and slowly

progresses until the insureds reach old age and they have to dip intb the reserves

that have been built up through the years to make ends meet.

If vou drop your life insurance policy, you have paid dearly for short term pro-

tection because you have paid the selling, underwriting and issue cost for a

lifetime. But, if you keep your policy in force, this cost is spread over the

remainder of your life and becomes insignificant in relation to the benefits

paid. The exact same is true of cancer insurance, except that only one in

four insureds will collect and the premiums are calculated accordingly.

There is one other difference and that is mortality tables. Life insurance has

been with us for more than a century and rates are based on known mortality

statistics. Cancer has been with us. as has death, since the beginning of time,

but we have been offering cancer policies only since 1958. There is a great un-

known. We pay limited benefits during the first 90 days of hospitalization, but

after 90 days we assume the whole hospital-medical tab to the limit of $5,000

per month—to maximum of $50,000 per insured. While we reserve the right to

raise rates we know as a practical matter this is no solution, because a raise in

rates results in a lapse by the healthy while the claimants keep their policies in

force.



1172

Certainly we want to make a profit, but first and foremost we want to be
and stay in financial condition to meet our obligations to policyholders. Our
rates are now calculated to do both—but, if one must go—profits will be the
first to go, then stockholders investment and equity, and the last dollar this

company possesses will be paid to an insured cancer victim.

We have been definitely damaged by the irresponsible and maliciously in-

spired conclusions espoused by Denenberg—especially in the Washington area
where we insure many thousands of government employees. His conclusions
have been parroted, unchecked by Federal Administrator of Insurance Bern-
stein and even by a government employee in a letter to your Committee—the

contents of which were revealed to the press but not to me—even though I

5vas a voluntary witness.

I would appreciate you making this letter a part of the ofiicial record of

the hearing of your Committee of June 7, 1972.

Respectfully yours,
John B. Amos.

[From the Washington Post, June 8, 1972]

Pentagon Health Plan Criticized

insurance firm under u.s. probe

(By Bob Woodward)

The Department of Defense's welfare and recreation association has pro-

moted health insurance sold by a company being investigated by the Senate Sub-
committee on Antitrust and Monopoly.

In testimony yesterday before the Subcommittee, chaired by Sen. Philip A.

Hart (D-Mich.), a letter was read from Franciue Davis, a secretary for 29
years in the Oflice of the Secretary of Defense at the Pentagon, complaining about
the promotion of a company that retains between 58 and 93 per cent of the pre-

miums it collects.

"When federal government employees are sucked in on a thing like this,

how can we believe anything else?" Mrs. Davis asked in a letter last week to

Sen. Hart.
A spokesman for the Defense Department recreation association acknowledged

yesterday that it has distributed literature for the American Family Life Assur-

ance Co.. but could not say who made the decision.

John B. Amos, president of the company, told Hart's Subcommittee yesterday

that his company was paying back between 7 and 42 cents on each dollar

collected in premiums.
By contrast, Blue Cross health insurance plans return more than 97 cents

in benefits on each premium dollar, according to earlier testimony before the

Subcommittee.
The promotion was done in a letter sent by a former recreation association

president to all Defense Department agencies asking them to distribute the lit-

erature on the policies.

In an interview after the hearing, Amos told a reporter that about 25,000

federal employees have policies with his firm. He said many of them were sold

through promotions by various federal welfare associations, which several

officials described as being, in effect, adjuncts of personnel departments.

American Family sells the so-called "cancer" policy, in which the company
pavs hospital and doctor bills for a subscriber who suffers cancer.

The cost of the policy runs from $24 to $48 a year, depending on the number
of people in the family.
According to the Subcommittee staff, American has sold many of the cancer

policies to federal employees because it was offered through a government recre-

ation association.
"I just figured that the company knew what they were doing when I got a

letter through the personnel office saying it was a good deal," Mrs. Davis, a

secretary in the Defense Department, said yesterday in an interview.

"Now I'm amazed that the government got hooked into it," she said.

Spokesmen at the Pentagon denied that the promotion was done through the

personnel office.

However, Jerome S. Antel Jr., president of the League of Federal Recreation

Associations, said the various federal welfare and recreation associations "are

generally one and the same as the personnel departments."
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At the Pentagon yesterday no one was sure who was responsible for pro-

moting the American cancer health insurance policies.

Fredericlv A. Dion, the former president of the Pentagon recreation associa-

tion, signed the letter in October 1970. Dion could not be reached for comment
yesterday because he was on annual leave, according to his secretary.

Vernon J. Dwyer, the current president, said yesterday that he knew nothing
about the decision to distribute the literature.

"It was not intended as an endorsement," he saifl. However, he said that in the

future the association would take a "broad look" at all such promotions.
Gene Hodges, chief of health benefits in the Pentagon personnel department,

said : "I'm sure it would have been investigated by the welfare and recreation

association before they sponsor something . . . most responsible people do a little

investigating."
Pennsylvania's crusading insurance commissioner, Herbert S. Denenberg, told

the Subcommittee last month that the mass-marketed health policies are "junk"
and "nothing short of fraud."

Denentjerg singled out the American cancer policies, which he said return only

7 cents on the premium dollar in Pennsylvania.
"You can do better with the Pennsylvania lottery that returns 45 percent,"

Denenberg said.

Yesterday, Amos, the president of American Family, told the Subcommittee
that Blue Cross and other general health insurance firms are attempting to drive
his company out of business.
Amos said that the larger companies were doing this through agreements not to

pay double benefits to persons with two policies. In addition, he said that the com-
panies refuse to pay claims to persons receiving benefits from his firm.

"Thus, it can be seen that they (subscribers) are coerced and intimidated into

not subscribing to our plan, and we have been boycotted and a market closed to

us." Amos said.

Though Amos acknowledged that his company returns as little as 7 cents on the
premium dollar, he said that as his firm's subscriber get older and become ill

with cancer, the amount of return would increase.

Mr. Amos. Is it sometliine; I wrote ?

Mr. Sharp. "Would you like me to read the letter to you ?

Mr. Amos. I'd like to see it.

Mr. Hart. This is another—this is a communication from a third

party.

Mr. AiNEOS. Oh.
Mr. Sharp. This is a communication by a Virg-inia resident to Sena-

tor Hai-t, a letter dated June 1, 1972. We'd be ^lad to supply you with
a copy.

]\Ir. Amos. No, that's all rig-ht. I thought it Avas one that I had writ-

ten, and I didn't remember one.

Mr. Sharp. No, I'm sorry. It's not. I had one more question, is it all

right ?

Mr. Hart. Yes, sir.

INIr. Sharp. In your statement you said that the "writers of special

risk insurance, such as ourselves, cannot compete with carriers selling

broad-based coverage, to the extent that the broad-base insurance con-

tains, as it almost always does, COB provisions. The COB provisions,

when a]:)plied, eliminate the utility of special risk policies."

INIr. Amos. Eight.
Mr. Sharp. In other words, I take it that despite your comments

earlier in the statement that '"group medical care insurance often has
notable exceptions and limitations, employers apparently feel that the

coverage they provide is good enough so that they don't need a supple-

mental coverage." "Wliy would the elimination of COB, coordination

of benefits, help the sale of your policies ?
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Mr. Amos. I can answer that. When they drafted COB, they set up
this order of payment between tAvo group carriers, and then they said

at one of their meetings or exchange of memorandum, that this thing
wasn't tight enough, that we've got to put some teeth in it, so that the

insurance companies of this Nation who are selling health insurance,

will either get in this consortium or get out of the insurance business.

And they put one more provision. And they said if you do not have
a COB provision in the other policy, the other policy shall pay first in

all events.

Consequently, loopholes and whatnot have nothing to do with it. If

you've got a $1,500 claim against Blue Cross and I owe you $1,000

under my policy, they're going to take the full $1,000 oil the Blue
Cross plan and they're going to pay you $500.

So, all you've done is bought Blue Cross a reinsurance contract with
your own money, and paid for it.

Mr. Sharp. Why would the employer object if your policy would
pay first ?

Mr. Amos. The employer doesn't want his people to buy things that

they're not going to get anything for.

Mr. Sharp. Well, don't they have—in a group comprehensive policy

with a group carrier, don't they have regular clauses of loss on all of

these policies ?

Mr. Amos. Maybe, maybe not.

Mr. Sharp. Let's assume they do.

Mr. Amos. Well, so what? That is not my problem with getting pay-
roll deductions. My problem in getting payroll deductions is that the

employer says, "I don't want my people buying insurance for Blue
Cross or for Travelers because if they buy this, they're never going to

get a dime. Everything you pay them is going to be deducted from
what they would get anyway."
Mr. Sharp. We've heard a lot about "tailormaking policies'' here.

Couldn't they "tailor make" a supplemental coverage to take care of

the doctor bills for coinsurance, and noncovered items, as is done with
medicare, so that it will be no overlap, and the COB question will be

rendered moot?
Mr. Amos. No, It's possible, but I believe in the overlap.

Mr. Sharp. Pardon me?
Mr. Amos. I believe in the overlap. I find nothing wrong morally

with a man taking home a dollar from his hospital polic}' and pa}^-

ing for his mother-in-law to fly to California to be with his children
while his wife's in the hospital.

We had a case in our home office within the last 2 months where
Occidental paid, I believe, S7,200 on an $8,300 bill. Our little cancer

policy paid $2,000. It was a brain tumor. The lady stayed in the hos-

pital for almost a month, had a baby 3 days before the brain tumor
operation, a brandnew baby. And they had to send for relatives all

over the United States to help take care of him. Now, that boy didn't

make any profit even though he walked off with $400 or $500 in cash,

which he could start paying out.

Mr. Sharp. Thank you very much, Mr. Amos.
Mr. Hart. Mr. Chumbris.
Mr. Chumbris. Thank you, Mr. Chairman.
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Mr. Amos, you've been testifjang about cancer insurance. We've
heard witnesses testifying about supplemental insurance. We've heard
witnesses testify about a regular health insurance, whether it's indi-

vidual or group, and there's much talk about the type of insurance
being afforded to the consumers.
Of course, much of it lias happened—a lot of it has happened, let's

say, since 1965, when high hospital cost became a ke}^ issue.

And, as I related earlier, $46 a day, per day cost in 1965 prior to

medicare and minimum wage and other things, today, is running over
$100 a day.

So, everybody is more conscious of the cost to him if he or someone
in his family becomes ill. And he's looking at these various types of
policies that we're discussing here.

I can understand when a lavryer who is 35 to 45 years—who is 35
^ears of age, and he's offered a group insurance that will pay him $25
per day on a basis of $40 a year—in 10 years he'll pay out $400.
That means if he goes to the hospital onl}^ 16 days during that 10-

year period, he breaks even with that $400 that he's paid out during
that 10-year period.

So, the fellow says, "Well, I've got a chance to go to the hospital that
many days in the next 10 years, so it's worth it for me to go ahead and
buy this supplemental policy to take care of the additional cost."

Now, of course, the older you get, the higher it gets, but—so you
come along with your cancer policy and somebody looks at it from that
point of view and says, "Well, if this ever hits me or a member of my
family, it's going to wipe me out. So, maybe I'll just gamble and pay
so much a year, just like you pay for your automobile insurance or
your fire insurance on your house.''

But all of these thin.gs have become prevalent today because of the
fact that we no longer are in the era when you used to pay $10 a day
for a hospital. And that wasn't too long ago that you'd pay $10 a day
for a hospital bed.

Today, if you live in Philadelphia, according to testimony the other
day, it's $192 a day in Philadelphia. Of course, it's not that high in

Durham N.C., but it's $55 a day when I was down there a year ago

—

a year and a half ago in Durham, N.C., for a hospital per day.
So the thing I think we have to wrestle with is this Cjues'tion of how

liigh is that hospital bill going to be.

If it gets higher, that will probably bring more insurance plans that
will be offered as supplemental or special type of insurances, which is

going to put this subcommittee and other committees of Congress to

work to see if these insurance companies that are being presented to
the public are legitimate policies.

I think that's the main concern. If the policies are legitimate, if the
price is within reason, and if it gives the coverage that the people are
led to believe that it's going to give, I don't think anybody's going to

quarrel with it.

But I think one of the main problems we've got to concern ourselves
vx'ith, and I think we've sort of lost sight of it in our hearings during
this particular turn, and this is what is the patient, vrhat is the doctor,
what is the hospital, what is the insurer, whether he is group health or
whether he is Blue Cross or whether he is a commercial insurer, and
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what is the Government itself doing with its medicare program and its

medicaid program which have created some of these problems ?

And if each does their job 100 percent, perhaps maybe we won't
have to worry about $200 a day hospital bills, or $300,

But maybe this $100 a day that we're talking about in this particular

area can be reduced maybe $20 or $30 a day, and at least we can not

have to look forward to more special types of policies to supplement
what policies we already have.

Mr. Amos. Counsel, I agree with you 100 percent, but we also have
got to remember that the hospital industry was probably further be-

hind the times in this affluent society of ours from a wage standpoint,

when we started out.

I checked before leaving home, and I found out that in 1966, Medical
Center started an orderly off at $120 a month. Today they start him off

at $341 a month plus 10 percent for so-called fringe benefits. I dis-

agree with that term totally.

That's my money. I worked for it. Nobody has ever given me any-
thing. And I

Mr. Chumbris. That's why-
Mr. Amos. I don't believe any employer has ever given his employ-

ees anything in fringe benefits.

Mr. CiiuMBRis. That's why I prefaced my remarks with "prior to

medicare and the minimum wage, and before it became applicable to

hospitals."

Mr. Amos. We've still got someway to go because at $341 a month
plus $34 in fringe benefits, that man, if he's got three children, living

in Columbus, Ga., whether he be black or white, has got to moonlight
to make a living for his family, or his wife has got to work full time
too.

Mr. Chumbris. Thank you. I have no further questions. I believe

Mr. Kern does.

Mr. Hart. Yes, Mr. Kern.
Mr. Kerx. Mr. Amos, I would just like to raise two points, Mr.
Denenberg claimed that in the State of Pennsylvania, that your loss

ratio was only 7 percent, that is in dollars paid out to claims as a per-

centage of premiums for that, is that right?

Mr. Amos. That's correct, that's what he said.

Mr. Kern. Now, in your statement here, on the last page, you state

that your loss ratio in policy year one is 16 percent and in policy year
two it's 30 percent.

Mr. Amos. Correct.

Mr. Kerx. Now, as part of your reply to Mr. Denenberg, you said,

we've been in business now there for 19 months.
Mr. Amos. Now, the explanation is that with 1,500 policies one year

and 6,000 the next, you do not have a sample, an accurate sample to

reach your average.
Mr. Kerx. So, you think if you were writing more policies there

that it would be more nearly approximately 16 percent, 30 percent?

Mr. Amos. Exactly. Exactly. Now, this number of policies, for in-

stance, the 1,500 policies, two major claims could have run it to 20
percent or 50 percent. So, you have to be dealing in large numbers to

get accuracy, accurate averages in insurance.
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Mr. Kerx. One more point. You state also that you've been writing

cancer insurance, I believe for 14 years ?

Mr. Amos. Since 1958,

Mr. Kern. Right. And again, in this loss ratio table you give the

firm figures only for 4 years out of those 14, and from then on its

projections. Is that again because of an insufficiency of a sample ?

Mr. Amos. It wasn't—that's part of it, but I, in other words, don't

believe we'd have been accurate. But also, we didn't have it on the

computer.
We had to go back to the claim and everything and separate various

types of business out of the general accident health, because we write

a' little bit of general accident and health, and a declining amount

percentagewise.

And in those earlier yeai-s we had more accident and health mixed

in with cancer, to where vou couldn't draw your cancer business out

of it.

Mr. Kerx. One final question. Has your company ever done any-

thing in the nature of trying to educate the public about the dangers

of cancer, that is affirmatively, not simply as part of an insurance

;Mr. Amos. Yes, sir; my company has done something I'm very

j^roud of. In 1953 we instituted a pVogram in conjunction with Dr.

Davis at Johns Hopkins.
He had developed what was a whole Pap smear test. We made this

test available upon request to all female policyholders at no cost to

them. We hired a pathology lab to run those tests, and we were forced

to discontinue it after 6 or 7 years and after several, several positive

findings, by disgruntled physicians who claimed that we were prac-

ticing medicineand injecting ourselves between them and their pa-

tients, and by the possibility of action, you know, tort action in the

event something went wrong with the lady after the event.

Xot that there was any danger, but we could have still had—say

that she took the thing and had a miscarriage later. And we finally

concluded that it wasn't worth the trouble that we were going to. And
that
Mr. Kerx. Thank you.

Mr. Ajios. It never cost our policyholders a penny, but it cost the

company thousands of dollars during the time the program went on.

Mr. Hart. Mr. Amos, thank you very much. We adjourn, to re-

turn in this room tomorrow at 10.

Mr. Amos. Thank vou so much. Senator, gentlemen.

(Whereupon, the 'hearing concluded at 3:20 p.m.. to resume at 10

a.m. the following day.)





HEARINGS ON COMMERCIAL HEALTH AND ACCIDENT
INSURANCE INDUSTRY

THURSDAY, JUNE 8, 1972

U.S. Senate,
Subcommittee ox Antitrust and Monopoly,

Committee on the Judiciary,
Washington^ D.C.

The subcommittee met at 10 a.m., in room 2228, New Senate Office

Building, Senator Philip A. Hart presiding.

Present : Senators Hart, Hruska, and Gurney.
Also present: Howard O'Leary, chief counsel; Peter N. Chumbris,

minority counsel: Charles Kern, staff of Senator Fong: Dean E.

Sharp, assistant counsel ; Patricia Bario, editorial director and Janice

Williams, clerk.

Senator Hart. The committee will be in order.

This moT-ning, the committee will have the benefit of testimony

from the chairman of the board of Mutual of Omaha. T^^ien an offi-

cial from General Motors appears in front of this committee I take

pride in presenting him, I suspect Senator Hruska feels the same way
about it.

Senator Hruska. I do, Mr. Chairman.
I should like to welcome Mr. Skutt and members of his organization.

INIr. Chairman, you should know that in Omaha and in Nebraska

we consider INIutual of Omaha and its people as good citizens. We
think they are running a good insurance company. We do know that

they participate in those things that mean something and particularly

in the civic consciousness of the community and the State.

And I think that perhaps, by and large, we can say that on a na-

tional basis, and particularly when we see that Animal Kingdom and
other TV productions which are watched very, very widely. I recall

one answer given by a high official in Mutual of Omaha, when an

observation "Keep them coming,'' was m.ade as to the quality of those

TV programs, and the official replied, "Keep on buying more insur-

ance and we'll keep the programs coming."
Now, I say that because it is a competitive business—as nobody

knows better than these people from this organization but in a seri-

ous vein, I want to say that I'm confident that what these witnesses

will tell by way of testimony will not only be fact but will be relevant

fact, and I'm looking forward very much to the presentation.

Senator Hart. Thank you.

With that warm welcome, IMr. Skutt.

With no objection, the prepared statement, with exhibits, will be

printed in the record in full as though given in full, and as you pro-

(1179)
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ceed, if there is any footnoting or skipping, you may be assured that

the record itself will reflect in full the prepared testimony.

Mr. Skutt. All right.

(The prepared statement follows. Testimony resumes on p. 1208.)

Statement of V. J. Skutt, Mutual of Omaha Before Senate Antitrust and
Monopoly Subcommittee, June 8, 1972

I am happy to participate in this important hearing and to provide your Com-
mittee with information in response to your communication dated March 15,

1972.
It is apparent from all that has gone before in your hearings, and in the vast

studies which have been made, that provision of adequate health care for all

Americans—regardless of their financial condition—can only become a reality

by a pluralistic approach. This encompasses utilization of all private instru-

mentalities and their personnel. To this end you have my assurance of the com-

plete cooperation of our organization and its people. It is obvious that further

governmental involvement in financing health care could impose impossible addi-

tional fiscal burdens on our already debt-ridden government—and still fail to

improve the situation, unless there is widespread participation on a proper basis

by all who are qualified to assist.

BACKGROUND

First, then, I would like to point out some of the progress that has been

made in the health insurance field generally, and by the organization with which
I am associated, in working tovvard these related objectives during the past many
years.
The empirical development of health and accident insurance in America is

the product of a need on the part of the public and the work and experimentation
on the part of insurers.

In the United States today, substantial health care is financed through a

broad network of private health insurance.
However, the history of such insurance is one of halting early developments,

experiments, then rapidly accelerating development and growth, particularly

since the mid-1930s.
In response to the public need for some financial coverage against the fre-

quent rail and steamboat accidents of the mid-nineteenth century, the nation's

earliest accident insurance company came into being in 1850. By the turn of the

century, 47 American companies were issuing a varied line of accident insurance
coverages.
The acceptance of accident insurance paved the way for sickness and dis-

ability income insurance. The first individual policies offering disability insurance
began to appear in 1890.

The first decade of the new century saw the introduction of additional benefits

in some individual disability income policies for hospital confinement.
And it was toward the end of this decade—March 5, 1909,—that the Articles

of Incorporation for the "Mutual Benefit Health & Accident Association" (later

to become known as Mutual of Omaha) were filed with the Nebraska Insurance
Department.
The record shows that many insurance companies organized during the early

1900s failed because of inadequate reserve bases and lack of experienced leader-

ship. Such was nearly the fate of Mutual of Omaha. The incorporators of the

Company faced such problems that half of them resigned during the first year.

But C. C. Criss, a student at Creighton University at Omaha, who was selling

insurance while working his way through the Medical College, was persuaded to

take over the management of the faltering firm in 1910. Young Dr. Criss saw the

need for more liberal coverages than the very limited policies of his day. He
established the cornerstone of Mutual's tradition of providing health insurance
designed to relate to need and cost.

The first basic policy sold by Mutual paid $20 a week for a disability caused
by an on-the-job accident. To liberalize this policy, provisions were added to

cover accidents both on and off the job. Next, coverage for sickness was offered.

Mutual of Omaha improved the coverage of its policies during its second decade
of operation. The Company showed leadership toward the goal of simplification

and liberalization of provisions. It helped initiate such specific improvements as
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a broad insuring clause and the elimination of occupational prorating features.

The young organization liberalized its underwriting rules to provide disability

coverages for the average working man as well as the professional or preferred

risk to which such coverages had previously been limited.

The many financial and operating problems facing this institution and other

companies at that time were met through the courageous efforts and far-sighted

vision of the insurance people of that earlier day. Without their interest and
efforts in this field no plans of financing health care would have been available

to the people of that time. Nor would we today—in government and business—
have the statistical data and other essential empirical information for proper

planning in this field.

The diflSculties of actuarially forecasting the future of health insurance in a
rapidly evolving economy, including several major wars, great mechanization,

shift from rural to urban living, and the development of a service economy, seem
even more formidable in retrospect, even though the medical care revolution and
the spectre of inflation were not yet fully anticipated.

Experimentation in coverages and stepped-up services continued to be rendered
from the 1920s through the early 1930s when the depression adversely affected

further progress. Figures show that loss ratios rose sharply and premium income
decreased with equal volatility. This was a bad combination. But Mutual of

Omaha, through the combined efforts of its Agency force and Home Ofiice

personnel, weathered the storm without any government subsidy or financial

assistance of any kind.
Enlightened by these difficult experiences, and strengthened by the unity of

its people produced through trials and adversity. Mutual of Omaha was in good
position to move forward in the 1940s. It began to provide further expanded
coverages to meet the proven needs of the public. In the latter part of this decade
when the health of Dr. C. C. Criss failed, the Mutual of Omaha Board was
enlarged and early in 1949 my appointment to succeed Dr. Criss as Chief
Executive Officer was authorized.

EARLY DEVELOPMENTS TO AID THE CONSUMER

One of the first actions we took was the creation of a program to recognize

research and to encourage outstanding contributions to the health and safety of

the people. This was developed into the Mutual of Omaha Criss Award which is

unique in its field. It has attained high stature as an instrument of recognition

for extraordinary contributions in the field of health and safety.

We also determined at this time to develop a broad family plan which com-
bined hospitalization and loss of time and other benefits. This made it possible

for the insured and the members of his or her family to be included in one
comprehensive program.

In this connection, Mutual of Omaha pioneered the renewal safeguard provi-

sion which provided that the Company could not terminate the policy because of

changes in health.
Recognizing the need for the utmost clarity in order that the policyowner

understand the coverages, positive steps were taken accordingly to avoid
misinterpretations.
Some of the many actions taken to assist the policyowner in understanding

his coverage were

:

(1) The format of the policy was changed so that any exceptions were
prominently printed in the very beginning of the policy and before any
description of benefits.

(2) A special clause was prominently published on the first page of regu-
lar policies which allowed the insured to return his policy and receive a
full refund of premium if not satisfied with the policy for any reason.

(3) In this same clause of the policy the insured was also reminded to

examine the copy of his application which was attached to the policy. (See
Exhibit A in reference to points 1 through 3.

)

(4) At considerable expense a special letter is written to each new policy-

owner within two weeks after his policy is issued. It encloses a copy of the
application and asks the policyowner again to verify the information, he is

asked to respond confirming the information to avoid any misunderstanding.
An excerpt from the letter follows :

".
. . Your policy has been issued relying upon the information con-

tained in your application. A photocopy is attached and is made a part
of the policy.
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"It is very important to you—and to us—that your application con-

tains complete and accurate information. Enclosed is a photocopy of

your application and we ask that you review it carefully and if incom-
plete in any resiiect provide us with any additional information. Factual
and well-defined answers to all of the questions now will prevent mis-

understandings at a later date.

"Please complete and sign the appropriate spaces provided below, and
return to us in the enclosed enveloiie. It is not necessary to return the
photo. We sincerely appreciate the confidence you have expressed in our
company and the courtesies you extended to our representative . .

."

ADDITIONAL CONSUMER AIDS

Many internal steps were taken contemporaneously with these pi-ograms, such
as a complete new educational and training plan for sales representatives. This
was put together under the aegis of an outstanding authority and educator, the
late Bert Jaqua, Dean of the Colleges of Insurance of Purdue and Southern
Methodist Universities. It included an indoctrination program designed to assist

the field underwriter or salesman with the highest degree of knowledge and
responsibility in his relations with prospects and policyowners.
Why this emphasis on education of agents? Because, in our opinion, insurance

is most susceptible to misunder-standiug Avhen the layman's exposure to it is ex-

clusively through written communications and articles or ill-advised personal
presentations. Recognizing that misunderstandings in insurance are due to this

absence of proper communication to the insured or prospect at the time the policy

is issued, or organization in the early 1950's initiated this in-depth educational
and training program for field underwriters or salesmen to qualify them to

answer the questions and meet the need of the prospect and policyowner, and
eliminate future disappointments because of lack of understanding of the
coverages.

Again, in the interest of the consumer; i.e., the policyowner, and to assure
prompt and proper service for him, steps were taken in the Claims Department
to establish regional directors throughout the country with closer liaison with
hospitals, physicians, etc. In order to provide a grass roots evaluation of services

to policyowners, costs, etc., these regional directors were instructed to make
regular visits to hospitals and report the results thereof.

POLICYOWNER SATISFACTION

Then, to ascertain the reaction of its policyowners with respect to all these

steps that had been taken and to seek direct information on the services rendered,

a nationwide policyowners' survey was made. The policyowners responded with
a remarkably high percentage of endorsement of our extra efforts.

So far as we know it is one of the first times any institution conducted a
survey of this kind. An excerpt from the report of the survey, conducted by an
independent nationally-known accounting firm, follows

:

"In your recent policyowners' survey, we independently controlled the mailing
of questionnaires and the receipt and tabulation of replies.

"509,951 questionnaires wei-e mailed. The survey represented a good cross

section of policies in force, geographical location of policyowners, and modes of

payment.
"The questionnaire included the following question : 'Have you been satisfied

with Mutual's overall services?"
"Ninety-seven percent of the policyowners replying directly to us in response

to the above question indicated satisfaction . .
."

It will be noted from the above that 97% of those who resiwnded indicated

satisfaction. If it is to be assumed that those who did not respond were also

satisfied, then the percentage of satisfaction of policyowners w^ould even be
higher.

GROWTH AND EXPANSION

In early 1950, a Special Risk Division was created to meet the need for a
variety of types of new coverages, including air trip and other travel insurance,
student insurance coverages, etc.—all to meet the changing needs and lifestyle of

the American public.
The need for extension of commercial rates to users of the Military Air

Transport Service wa.9 recognized and provided in 1956. This was one of many
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ways iu which Mutual of Omaha has worked jointly with Federal Government
in meeting many special insurance needs.

It is perhaps best illustrated after the enactment of Public Law 569 of 1956.

(This is now known as the CHAMPUS Program—Civilian Health and Medical
Program of the Uniformed Services.) Under the provisions of the law and
regulations, invitations were extended to health insurance organizations to ad-
minister this program on a "cost only" basis.

Mutual of Omaha was the only commercial health and accident insurance
company to resiwnd affirmatively. It was assigned 17 states. Our record for the
first years is attached as Exhibit B. It should be pointed out that this comparison
is based on the overall experience of the only other administrator of the program
in all of the other states. The program demonstrates that the public and the
government both benefit where various intermediaries and administrators in the
private sector do not have a monopoly on the services to be rendered. This is a
vital ingredient to any program of health care ; namely, that more than one in-

strumentality provide the service so that there can be comparisons and motiva-
tion for superior performance and lower cost. This cannot possibly exist under
a monolithic program of financing the functions involved in the delivery of
health care.

During all of this period. Mutual of Omaha was extending plans of coverage
to other .segments of the civilian population, including people of all ages. Its
coverages for those 65 years of age and over, regardless of health, were initiated
on a nationwide basis in 1959. Unlike most other plans, this program provided
coverage for confinement in nursing homes, as well as hospital and surgical
benefits.

With the advent of the new Medicare Program in 1966, Mutual of Omaha

—

while continuing to provide supplementary coverages—offered its services as an
intermediary to help the government in the administration of this involved,
expensive and far-reaching program. Mutual of Omaha was prepared to serve
as intermediary for the same 17 states in which it had rendered such outstanding
service at such low cost in the original Medicare (CHAMPUS) Program, as
previously discussed and reported in Exhibit B.
By action of the Department of Health, Education and Welfare, Mutual of

Omaha was initially appointed intermediary for Part B of the Medicare Program
for only the Virgin Islands and its domiciliary State of Nebraska. Mutual of
Omaha indicated its continued willingness to cooperate and assist in the Medicare
Program and later was assigned a large number of nursing homes, some addi-
tional health agencies and hospitals under Part A of Medicare. Again, as in all
other services for the government and the public, Mutual has endeavored to
conscientiously and economically carry out good health care financing objectives.
Under the complex Medicare Program it has encountered the usual difficulties

of satisfying the public and at the same time paying only those benefits covered
by the law.

Tlie same dedication to service to its policyowners that Mutual of Omaha has
manifested in its service on government associated projects has marked its

efforts in providing coverages for all segments of the American public with
"maximum benefits at minimum co.st." This is largely responsible for the fact
that this Nebraska based institution occupies its position of leadership in the
field. And we assure you that Mutual of Omaha and its affiliates are primarily
and vitally interested in service, in consumerism, and in meeting its social re-
sponsibilities through a sound and efficient administration of its many programs
of economic security designed to help people in all walks of life.

SUFFICIENT RETURN

In your letter of March 15, the first question is : "Whether or not commercial
accident and health insurance companies are returning a sufficient amount of the
individual or group accident and health insurance dollar in benefits to con-
sumers?"

This, like most generalized queries, calls purely for an opinion. What is a
"sufficient amount"? Mutual of Omaha paid benefits to more than one and a
quarter million persons (exclusive of CHAMPUS and Medicare payments) in
1971 alone. The amount was important in all cases. We hope it was "sufficient"
in most cases to meet their needs. Many policyowners receive thousands of times
the amount of premiums paid when serious disabilities are sustained. In Decem-
ber we passed $4 billion in cumulative benefits paid to policyowners. (See Ex-
hibit C.)
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But to endeavor to relate the exact return per dollar to the consumer, i.e.,

the policyowner, for any given fixed period of time could not accurately reflect

the value of the protection received for the premium paid. To the individual

who does sustain a loss, this benefit could be the difference between solvency and

financial disaster and despair. To those who did not sustain a loss, the knowledge

that the protection existed could well have contributed to their peace of mind and

well-being.
Therefore, while in the insurance field the ratio of benefits paid to policyowners

varies by company and policy form, on the whole it w^ould api>ear that the public

is receiving a good return for its premiums. It must be remembered in this con-

nection that the purpose of such coverage is protection and not investment.

Unlike life insurance or some other forms of coverages, individual and family

as well as group accident and health insurance is provided strictly to help meet

the costs of sickness and injury. It is not marketed—or at least should not be, in

our opinion—as an investment in the usual sense.

Health insurance policies are probably the most complex to administer.

Proper premium and benefit provisions are not easily determined. Statistics are

available to this Committee that indicate underwriting results for portions of

the accident and health industry have occasionally reflected tremendous financial

losses. We note in this connection that government Medicare rates themselves

have undergone periodic revisions—always upward and with some confusion.

If the question of "sufficient return" by individual health and accident institu-

tions is concerned with the amount paid related to the amount collected, then

we must consider the costs of research and development, acquisition, proper claim

handling, general administration, etc. So to determine the adequacy of return, it

would be appropriate to take a look at the spread of the costs of some other

necessities. Certainly there is an obligation on the part of all business institu-

tions, including insurance, to see that all consumers receive more benefits for the

prices paid, just as there is an obligation on the part of the government to see

that taxpayers receive more benefits for taxes paid.

One might ask what is a "suflScient amount" of any service or product re-

turned to the consumer for the price he pays? Many consumer retail products

have a far lower "return ratio" than insurance. Many essential pharmaceuticals,

medicines, etc., are produced for less than 50% of their retail cost. Though
nutrition is vital to "health care," cereals frequently cost the manufacturer less

than 40% of retail price, and many foodstuffs have much higher distribution

costs than insurance. We are told automobiles can be produced for approximately

50% of retail pi'ice. In each of these examples the consumer is paying for distribu-

tion costs, research and development, reserves for future contingencies, etc.

Are the consumers in the field of tangibles getting a "sufficient return" for their

dollar when the actual product costs less than 60% of the retail price? Or in the

field of intangibles such as title insurance or bail bond insurance—where the

buyer seldom gets any direct financial return for his premium, has he not re-

ceived "sufficient" return in the way of much needed protection? As has been

said before, the purpose of many forms of coverage is protection and not invest-

ment.
Thus, when compared with other necessities, the difference between the actual

cost of the product and the distribution, handling and administrative expense

in personal health insurance compares favorably. It also must be remembered

that most of those other products are merchandised through stores or facilities

and do not require extensive, personal sales efforts and contacts. On the other

hand, in the field of individual health insurance, the policy (or "product") must

be sold on a person-to-person basis. The agent representative is ordinarily re-

quired to make several contacts in order to consummate a single sale. And the

servicing of the policyowner after purchase, including the payment of benefits,

must be handled on individual basis.

OTHER SERVICES RELEVANT TO SUFFICIENT RETURN

But health insurance institutions render other services material to determining

whether or not the return for the premium paid is "sufficient." Many of these

services are difficult to evaluate precisely, but they are very valuable to the

policvowner and to the public generally.

In the case of Mutual of Omaha, a Rehabilitation Division was established in

the late 1950s. It provided for a comprehensive rehabilitation program and in-

cluded separate provisions in the policies to that end.
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This program was developed with the advice and assistance of the late Gen-

eral Melvin Maas, USMCR, Mutual of Omaha Board member who served as

Chariman of the President's Committee on the Physically Handicapped by ap-

pointment of both Presidents Dwight D. Eisenhower and John F. Kennedy. He
conducted a real indoctrination of our people regarding the importance of re-

habilitation, which began an inspirational chapter in the life of our organization.

Under this program, the insureds received the policy-provided monthly bene-

fits for total loss of time while participating in an approved, vocational or on-the-

job program of rehabilitation. This progressed to the present plan of assisting

disabled policyowners by paying benefits for expenses incurred for the evalua-

tion, vocational assistance and medical management necessary to determine re-

employment. For its service in this field Mutual of Omaha has received several

national and state awards. The effects of these programs on some of these policy-

owners are exemplified in the attached Exhibit D.

Wc have learned through this program that a request for health care is often

as much attributable to the nature and character of the individual as it is to the

diagnosis of a disease. Some persons with relatively minor conditions—in the

absence of encouragement or motivation—seemingly seek frequent health care.

There are many examples of others with serious conditions who, because of their

particular make up—and with encouragement and motivation—have overcome

the need for health care, and in fact have become productive citizens again. It

has been pointed out by authorities that unnecessary hospitalization, medication,

etc.. have added greatly to the cost of health care.

Yet rehabilitation has been seldom referred to in the vast material compiled

on the system of delivery of health care. Thus, ive believe that there should be

more emphasis on the reorientation of efforts in this area than has been demon-

strated in the past discussions on the delivery, quality and cost of health care.

We at Mutual of Omaha now regard rehabilitation as an integral part of our

obligations to the policyowners and public. It does indeed contribute to the "suf-

ficiency" of the return to holders of individual policies.

Some other examples of our efforts to utilize premiums in the best possible

maimer to promote advancement in liealth care are:

(1) Mutual has a program (the Mutual of Omaha Criss Award, previ-

ously referred to) for recognizing significant contributions in the areas of

health and/or safety. This Gold Medal and five-figure financial grant have

been given to such individuals as Doctors Phillip Hench and E. C. Kendall

for their work in the research and development of cortisone (19.30) : to Dr.

Howard Rusk for his great work in the field of rehabilitation (1953) ; to

Dr. Jonas Salk for his work with the vaccine which bears his name (1955) ;

to Dr. Tom Dooley for his efforts with the medically indigent (1959) ; to

former actor William Gargan for his outstanding work in behalf of the

American Cancer Society to help rehabilitate cancer patients (1965). See

Exhibit E.
(2) Personnel of the organization have worked full-time with Com-

munity Health Planning agencies whose main task it is to help produce

better' health care while still reducing the costs of same. Several officers

and field personnel, as well, have been involved with this program, which is

an essential link in the future planning for health facilities, etc.

.(3) The organization has provided substantial financial aid to programs

such as the United Community Services and has been a leading contributor

of personnel to work and lead such campaigns.

(4) The organization has donated substantial sums to hospitals and

provided members of their boards, chairmen for their fund drives, voluntary

help, etc. Many such projects relate directly to free medical aid for the

indigent.

(5) The organization has received much credit for the financial and per-

sonnel aid which was largely responsible for the Creighton University Medi-

cal School remaining open when it appeared this institution would be closed.

( See Exhibit F. ) The school maintains a clinic for the indigent. A relation-

ship has been established to cooperate on a program of education to speed

up availability of doctors and paramedics, etc.

(6) The organization established a unique program for the Canal Zone

Administration which provided a previously untried method of taking medi-

cal care directly to native workers in jungle circumstance. Much public

comment has credited the organization with helping avert a serious internal

crisis in the country caused by lack of care for these native workers.

90-319—73—pt. lA 41
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(7) The organization has made substantial contributions to medical re-

search and educational funds, as well as scholarship aid, matching of em-

ployees' contributions, etc.

(8) The organization sponsored the first pilot cancer project in the coun-

try which provided indigent women with free kits to self-administer "Pap"

tests.

(9) The organization has given regularly to all of the major private fund

drives for research conducted by organizations such as the Arthritis Founda-

tion, Cancer Society, Heart Fund, etc. Many personnel have been active at

all levels of voluntary leadership, including national and state chairman-

ships.

(10) Mutual of Omaha has oriented much of its advertising to the prob-

lems of educational and environmental programs, tying in with wholesome

entertainment features to keep audience attention. It has endeavored to en-

courage people of all ages to help provide for their security through its

coverages and at the same time to recognize and participate in programs

for the conservation of human and natural resources.

(11) The organization has been extremely active in the area of experi-

mental research on new methods of health care delivery, such as through

Health Maintenance Organizations, Surgi-Centers, outpatient clinics, etc.

GROUP INSURANCE

As the Committee is aware, there is considerable variance in the percentage of

premium directly returned in group insurance, as distinguished from individual

or family insurance. This is due in large part to the method of distribution and

administration. It is common knowledge that in group merchandising of any

product, there is a lower cost factor than where sales, clerical records, ad-

ministrative handling, etc., are all done individually.

It would appear from the high losses sustained in the overall group health

coverages that there is little question but what a "sufficient" amount of the

premium is directly returned to the consumer. The return of our organization

is certainly comparable to other major group writers and shows that this type

of business is marginal with regard to operating profit. Nonetheless, as indicated

in our response to your initial questionnaire regarding group insurance, proced-

ures are established and implemented to help control the cost and quality of

health care services received by those insured under our group policies.

These procedures encompass the verifying that hospitals satisfy policy require-

ments regarding license and have appropriate rules of admission, the screening

of Short-term patients for whom outpatient treatment or diagnosis might have

sufficed, the screening of confinements regarding duration of confinement, the

verifying of the necessity of professional services rendered and the determina-

tion that all charges are reasonable and customary for the geographic area

involved.
INDIVIDUAL CHOICE VS. STANDARDIZATION

The next inquiry in your March 15 letter asks "whether or not accident and

health insurance policies should be standardized by regulation."

To a degree, individual accident and health insurance policies are now subject

to standardization as a result of the Uniform Policy Provisions Law, which has

been enacted in all states. This law specifies a number of required and optional

provisions for all policies, as this Committee is aware. Fortunately, the designers

of this law had learned from the mistakes of earlier years. Allowances were in-

cluded to permit the individual insurers to use policy language more liberal than

the statutory language in the subject areas ; thus, requirements were established

for benefit of the policyowners in such a way that improvements and liberaliza-

tions by insurers were not foreclosed.

We do not see any need for further standardization. Proponents of this concept

oftentimes contend that it would contribute to policyowner understanding. We
believe this contention fails to recognize that regulatory authorities are em-

powered to disapprove policies which are unjust or misleading, or encourage mis-

representation, or contain benefits which are unreasonable in relation to the

premiums charged.
Further standardization is not only unnecessary, but would be adverse to the

best interests of the public. Flexibility must be maintained in order that insur-

ers continue to be able

—
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(1) to tailor each individiiars coverage to his personal needs or desires,

(2) to vary the coverages and the amounts by geographic area, and

(3) to adapt rapidly to changes in health care patterns.

No one would accept a conclusion that medical science has attained its ultimate

development, but this is what seems to be implied in suggestions to standardize

health insurance policies.

The public interest would be adversely affected, too. in that standardization

would deter or possibly eliminate the element of competition to deveolp and
market the best health insurance coverages. Standardization, in fact, would ap-

pear to be contrary to the very purpose of the Subcommittee on Antitrust and
Monopoly. Competition in product development has been the prime mover in im-

provements of coverages through the years and must be maintained.

COMPETITIVE RATES VS. REGULATED RATES

Competition is a key element also in the consideration of the next question in

your letter
—"whether or not accident and health rates should be regulated."

This matter has been a subject of study and review by the National Association

of Insurance Commissioners from time to time for many years. This body has

recognized that rate regulation, as such, is neither necessary nor desirable. The
states have the power to disapprove policies which contain benefits unreasonable

in relation to the premiums charged, as previously mentioned. This power is

adequate for the policing of rates, and it can be used in a manner to preserve the

circumstances under which companies can innovate, expand and othervnse im-

prove coverages.
Rigid rate regulations of the multi-faceted health insurance coverages would be

a straight-jacket from which improvements could emerge at best at a painfully-

slow pace.

As a regulator, competition has proven to be effective and timely as well as

economical. We earnestly recommend support for the existing long-standing state

machinery for supervision of rates, with its ability to protect the public and its

capacity to accelerate improvements in the public interest.

S rU'JCJTURAL AND FISCAL CHANGES FOR THE FUTURE

The final matter on which you requested my views has to do with any overall

structure and fiscal changes which might be necessary to effectuate a system of

comprehensive health care and insurance, including preventive and outpatient

health care services, for all persons regardless of their financial means. Such a

system, of course, is the objective toward which all health care segments of our

societv—providers, insurers and federal and local governments alike—have

labored for so many decades. Although these efforts have indeed produced re-

markable advancements, it is clear that dedicated endeavor on the part of all

must continue.
It seems equally clear that the most ideal of systems can only be an effective

blueprint during the immediate future. Until such time as the nation has suflS-

cient manpower and facilities and adequate distribution of these resources to

render the services needed, the ideal will remain a blueprint. Thus, the first

priority must be alleviate, and eventually eliminate, the shortages and distribu-

tion problems which now exist. An indication of our interest and efforts in this

area is reflected in the attached Exhibit F.

EDUCATION—PERSONNEL—FACILITIES

Our educational instiutions have the expertise to furnish an increasing supply

of physicians, nurses and the allied personnel to release the more highly trained

professional people from the many relatively menial services they are called

upon to provide. Our younger generation includes an abundant supply of persons

capable of mastering "these disciplines. We have been told of one medical school

which had over 100 applicants for each student it could accommodate in its

incoming first-year class.

Many of our medical schools are in need of financial assistance to pursue tlieir

goals and expand to educate more students. It seems advisable to implement

improved grant and/or loan programs for many of the students as well.

Relief of quantitative shortages, unfortunately, will not assure accessibility

to health care for all of our citizens. The shortage will remain very real for those

geographically removed from what might be considered, in the aggregate, an
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abundant supply of professional services. Inducements must be furnished to tlie

professional people and their associates to serve in geographic areas to which
they might not otherwise be attracted. It seems that a program of grants would
be most effective here, too. Such a program could include, in consideration of
services rendered in areas of geographic shortages, the partial satisfaction of

the loans previously suggested for purposes of acquiring the requisite education.
It is necessary, too, to create a situation in which institutional health care

providers are as geographically accessible as possible to all. While it appears
that grants and subsidies would again be required for this purpose, we have
here an opportunity to promote the development of facilities which should prove
to make more efficient use of the health care dollars. Certainly, such institutions

can and should be directed toward the concept of health maintenance—including
preventive care—and geared to furnish ambulatory (outpatient) care when-
ever such care is appropriate fur the patient's management. Our investigation
of and assistance in the formation of such instruments for delivery of quality

health care at predictable cost is exemplified by the following excerpt from
a report by one of our Associate Medical Directors :

"Mutual of Omaha—again as a matter of sound business practice—has con-

sistently sought methods of health care delivery which assure quality at predic-

table cost. This has involved investigation of innovative methods of health

care delivery and the encouragement of those exhibiting these desirable

characteristics.

"The pursuit of this principle has led to our investigation of many modalities.

Among these has been the concept of ambulatory surgical care which is most
impressive in its capacity to deliver high quality surgical care at predictable

and much reduced cost. We encourage and foster this concept of outpatient

surgery.
"While long interested in group practice as a convenient and quality method of

providing health care, the formalized and government sponsored Health Mainte-

nance Organization has provided a welcome impetus to the concept of group
practice with dual choice, i.e., fee for service or prepaid capitation. Such a

choice is consistent with a pluralistic system which provides options yet has

the potential for convenient consultation, peer review, and effective resource

management. Such potentials are bound to result in cost savings to the benefit

of both provider and patient
"Because the HMO concept possesses the potentials noted above. Mutual of

Omaha is currently involved in negotiations encouraging and assisting the for-

mation of these instruments for health care delivery. We are prepared to provide

essential services in the areas of our expertise—i.e., market surveys, marketing,

actuarial services, administrative management and underwriting, indemnity,

reinsurance and contract service.

"Currently our Company is assisting the Criss Institute for Health in estab-

lishing the first HMO in the Omaha area—indeed the first in all of Nebraska.

It is our belief that such an organization backed by the Criss Institute for Health

will provide a needed and desirable modality for the delivery of quality health

care in our area. It should be noted, however, that this local activity is only

one expression of our interest in the HMO concept. We are dealing with other

such organizations in various states of formation nationwide."

SOME PROGEESS

There is need for one additional comment in the discussion of quantitative

shortages and improper geographic distribution of trained medical personnel.

It was very satisfying to note that press notices in the latter half of May
announced the Department of Health, Education and Welfare was sending over

150 physicians and several hundred other trained medical personnel to "medically

deprived" areas. It is understood this was made possible by the 1970 Emergency

Health Personnel Act. This is very obviously a step in the right direction. It

may well be that an instrumentality already exists to partially solve some of

these problems.
COST AND QUALITY CONTROL

Inherent in uncoordinated programs to develop additional manpower and

facilities are the dangers of over-development or over-concentration, with the

resultant unnecessary duplication of costly edifices and equipment and the

tendency toward the rendering of unnecessary services. These undesirable and

very costly situations must be reduced to a minimum by the continuing estab-
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lishment of local and regional comprehensive health planning agencies, espe-
cially if such agencies are given the authority and financial support to assign and
effectuate priorities in the expenditure for and sharing of resources.
While strong comprehensive health planning agencies contribute significantly

to the control of the cost and quality of health care, it is quite possible we have
already witnessed the emergence of equally or perhaps more meaningful control
mechanisms ; namely, the professional Peer Review Committees and the institu-
tional Utilization Review Committees. Our experience with such committees
has indicated that their purposes are sincere and effective, and we are confident
that their voluntary proliferation will continue to the advantage of all patients
and policyowners.
Following is a description of the activities of our registered nurse analysts

and associate medical directors in the claims review process in our Health
Insurance Benefits Division. Expansion of this process is presently planned.

"Claims for professional services and for institutional care as well as drug
costs and services ancillary to institutional care are routinely reviewed using
customary and prevailing cost guidelines for such services and care. In this
connection 'customary' is that level of claim characteristic or customary for
the individual or institutional provider of health care and 'prevailing' is the
same applied to an area of the country. This latter consideration recognizes
the fact that there are high-cost areas—not only for health care but for all

things and services in these areas.
"Customary and prevailing claims are paid as fair and equable. When, how-

ever, it appears that claims are excessive, they are subjected to close scrutiny
through successive levels of increasingly sophisticated review. In the course of
these reviews not only are the claims considered from the 'customary and pre-
vailing' aspect but also for the appropriateness of level of care. It is in the
course of these reviews that our nurse analysts and/or our associate medical
directors contact the providers of care to ascertain the reasons for claims exceed-
ing the 'customary and prevailing' guidelines. Contacts are made either by
telephone, letter or both. We have found telephone liaison more effective and
satisfactory in that prompt resolution of differences if possible reduces the
incidence of retroactive denials. Individual physicians, nursing supervisors, ad-
ministrators, pharmacists, and both peer and utilization review committees are
contacted as indicated. Often additional information and records are requested
to assist in claim evaluation.

"If, after thorough review, a claim cannot be substantiated or a higher than
needed level of care justified, payment is refused or an amount of compensa-
tion offered consonant with customary and prevailing charges, If, in the case of a
physician, the provider refuses to accept the reduced claim, he can appeal to the
local peer review mechanism to judge the propriety of the charge. Very few
physicians make this appeal, largely, we believe, because of the careful and
impartial reviews to which excessive claims have been subjected by our pro-
fessional staff. In the case of an institution, the Utilization Review Committee
of the local medical society judges the level of care appropriate to the case.
From a slow and uncertain start URCs have steadily improved. We strongly
support a studied effort to have members of our professional staff meet with
these committees as a part of an education and information exchange program
designed to bring better imderstanding of the public laws and the necessity for
cost control in the delivery of quality health care.

"It is abvious that the key factor in cost control is the prevention of over-
charging and overutilization of services and facilities—physicians', ancillary
medical, and institutions'. These latter provide different and cost varying levels

of care appropriate to individual case needs. Insurance companies can act as
one entity in a milieu of factors to effect cost control. Mutual of Omaha as a
matter of soimd business practice conscientiously reviews claims submitted to
it. These reviews do encourage and effect cost control not only directly but also
indirectly through the process of education."

In addition to our individual effort, we also contribute substantially to the
many insurance associations whose goals include the provision of maximum
insurance coverage for necessary medical care while helping to control the cost

and improve the quality and efficiency of the delivery of health care services.

The topic of cost control reminds us of our belief that a most important
endeavor seems to have escaped, in our national dialogues, the emphasis it

deserves; that is, the endeavor to rehabilitate the seriously disabled. We again
recommend as a matter of utmost importance a meaningful program of rehabilita-

tion to stimulate and motivate people to do things for themselves, thereby over-
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coming their disabilities where possible and continuing to contribute to the
productivity and strength of our country. An important ancillary benefit, if such
rehabilitation can lie accomplished in the numbers we think possible, would
be a savings in liealth care cost resulting from a reduction in tlie use of drugs
and medicines, unnecessarily long hospitalization and excessive demands on
other health care services and facilities.

FISCAL, COXSIDEKATIONS

There remains, even if we devise and implement an efficient delivery system
to make all preventive, therapeutic and rehabilitative health care services ac-

cessible to everyone, the question of financing these services. The phraseology in

your communication of March 15 appears to recognize that the problem of

financing health care costs is different for those who do not have sufficient

financial means than it is for those who do. We are in complete agreement with
this premise. We find no justification for requiring the less affiuent, through
tax payments or any other device, to subsidize health care for those who have
the means to provide it for themselves individually or through participation

in programs paid for by their employers.
On the other hand, individuals and employers with sufficient means must

oftentimes be induced to expend resources for protection against unexiDected

health care costs. Tax incentives are motivating for many other worthwhile
purposes and could be expected to stimulate employers and the self-sufficient

to acquire such protection from the private sector. This approach would capitalize

on the establish expertise and mechanisms of the existing health insurance

industry, thus minimizing demands on the resources of governmental units.

In consideration of this suggestion regarding tax incentives, there will be

those who again question the percent of premiums returned by the private

insurance sector in direct claim payments to policyowners. The question has

been fully addressed previously in this statement. It may be added, however,

that no personal financing system—even if it produces a 110% return of the

premium dollar to the consumer—will provide more doctors, nurses, hospitals

or research than are now available.

ExMMts accompanying statement of V. J. Skuitt, Mutual of Omaha
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" 12
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Press reports on several Mutual of Omaha Criss Award recipients.
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Commendation letter from Creighton University. Press reports on
Mutual's contribution in the areas of Health Care Education and
Health Maintenance Organization plans.
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Exhibit A

—

Mutual of Omaha

(Reference page 5 of text.)

Example of policy first page. Illustrates the prominent display of exceptions,

the reminder to review the application, and the guarantee of satisfaction.

Mutual of Omaha Insurance Company—Dodge at 33rd Street, Omaha, Neljraska

68131, (Herein called the Company) Hereby insures the Insured and promises

to pay the benefits herein specified, subject to the provisions and limitations of

this policy. This policy is issued in consideration of the statements in the

attached copy of the application and the payment of the Initial Premium in

advance.
TEN-DAY RIGHT TO EXAMINE POLICT

Please read this policy and the attached copy of the application carefully.

In the event the Insured is not satisfied with the policy for any reason, it may
be returned within ten days after receipt and any premium paid will be refunded.

EXCEPTIONS AND LIMITATIONS

Benefits are payable for mental diseases or disorders but not to exceed six

months during any one period of confinement.

Benefits are payable for childbirth, pregnancy or complications resulting

therefrom but only as provided in Part E.

Benefits are not payable for: (a) confinement beginning while this policy

is not in force, (b) injuries or sickness for which any benefits are provided for

by workmen's compensation or employer's liability laws, (c) injuries or sickness

resulting from an act of declared or undeclared war or sustained while a member
of an armed service (upon notice to the Company of entry into such service,

the pro rata premium will be refunded) or (d) services provided by or paid for

by the Veterans' Administration of the United States Government.

Exhibit B—3,Iutual of Omaha

(Reference page 7 of text.)

Comparison of claim administration cost. Shows relative efficiency of Mutual
of Omaha and other intermediary in administering the Civilian Health and
Medical Program of the Uniformed Services (CHAMPUS).

A Comparison of Operational Administrative Cost for Each Claim
(Hospital)

The following is public information and is taken from the Office for Dependents'

Medical Care Annual Reports to the Congress :

Audited cost for each claim

Dec. 7, 1956, to June 30, 1957

July 1, 1957, to June 30, 1958

July 1, 1958, to June 30, 1959

July 1, 1959, to June 30, 1960

July 1, 1960, to June 30, 1961

July 1, 1961, to June 30, 1962

July 1, 1962, to June 30, 1963_..

July 1, 1963, to June 30, 1964

Source: Based on official U.S. Government records.

Page 2 of Exhibit B—Mutual of Omaha

Cost comparison continued.

A COMPAP.ISON OF ADMINISTRATIVE COSTS

During the period from Dec. 7, 1956, through June 30, 1964, the average
administrative cost for each claim by Blue Cross was $2.15 while Mutual's was
$1.35.

Blue Cross
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Administrative

Number of Administrative cost for each
claims cost claim

Blue Cross 1,368,044 $2,936,216.42

MutuaL.„.IIlIII^I^^I"l-"--I-------- 694. 498 936, 469. 50

Total.... -.--

$2.15
1.35

Note- $0 80 equals 38 oercent lovi/er administrative costs. Based on the total number (694,498) of hospital claims handled

by Mutual this amounts to a savings of $557,970.79. During this same 7M years, iVIutual also processed an additional

296 372 claims from physicians in the States of Texas, Ohio, South Carolina, Alabama, and Rhode Island v/hich, when added

to the 694 498 hospital claims, amounts to a total of 990,870 hospital and physicians' claims processed for a total savings

to the Government of $794,005.95. It is significant to note that the physicians' claims amount to approximately 30 percent

of the total volume. Since actual records show that handling physicians' claims is more costly than hospital claims, it can

be concluded that Mutual's average administrative cost for each claim of $1.35 would have been considerably lower. (Our

average cost a claim of $1.35 has been figured on the basis of administrative costs for both hospital and physicians claims.)

first billion

1958 Michigan farmer Earl McMunn was 22

when he and hisfamily received the "one hillinnlh

dollar" checkfrom Chairman V. J. Skutt.

The McMunns have colUcled benefils 12 other

times since then.

seccnd billion

1964 Machinist Bryant Brown, our "luo billion

tlollar" policyowner, is still receiving benefils

at his home near Hartford, Connecticut. Mutual has

paid the Browns over $42,000.00 to date.

third billion

1968 -Ihra hiilinn dollar" poluyouner Glen

'Graham, .\'cw Turk buiincisman, has used his

policy's rehabilitation feature. With the Grahams —
Manager John Risko (far left) and agenl

SidHartman (second on right).
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fourth
billion

On Dec. 17, I97I, Henry Herrnian

received his 35th consecutive monthly

"paycheck" from Mutual of Omaha.
This one, however, was something

special — representing Mutual of

Omaha's payment of four billion

dollars in benefits to policyowners.

Chairman \'.
J. Skutt and General

Agent Ed Boyce and his associates

visited the Herrman family in Hays,

Kansas, to present the check that

marked a milestone unequaled by any

other company in the individual and

family health insurance field.

Before multiple sclerosis forced his re-

tirement in 1969, Mr. Herrman was a

successful corporate attorney. Although

he can no longer practice law, he is

still very much a success — as a hus-

band, a father, a breadwinner.

.\nd Mr. Herrman gives a good part

of the credit for his present-day success

to what he calls his "Mutual of Omaha

Self-respect Insurance.

"

"The one thing that could have de-

stroyed me," says Mr. Herrman.

'would have been loss of my self-

respect. But with the help of my
Mutual of Omaha income protection.

I can say I am supporting my family

and keeping my pride.

"I never met anyone from Mutual of

Omaha I didn't like. And my deep

gratitude goes, also, to the Kansas

Bar Association for their wisdom in

making this broad-coverage Mutual

plan available to its members."

Top: Mr. and Mrs. Herrman receive the

four billion dollar" check presented by

Chairman V. J. Skutl and Edward M.

Boyce, general agent for Mutual in

Western Kansas.

Right: The Herrman family with children

Margaret, Henry Jr., John, Judy and Patty.

Exhibit E—Mutual op Omaha

(Reference page 13 of text.

)

Report on several INIutual of Omaha Criss Award recipients.

Dr. Thomas A. Dooley Receives Criss Award for Outstanding Medical Achievement

EXTENSION OF REMARKS OF HON. RICHARD L. NEUBERGER, OF OREGON

In the Senate of the United States, Monday, January 11, 1960

Mr. NEUBERGER. Mr. President, in 1950 the Mutual of Omaha Criss Award
was established by V. J. Skutt, president of Mutual of Omaha, in honor of the

late Dr. C. C. Criss, founder of the company. The award consists of $10,000 and a
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gold medal, and is presented to the individual or individuals who, in the opinion

of a distinguished board of judges, has made an outstanding contribution to public

health and or safety. This board of judges includes Dr. , Mayo
Clinic, who services as chairman; Lt. Gen. (Ret.) James Doolittle, chairman,
Space Technology Laboratories, Inc. : Irene Dunne, actress ; Henry Ford, II,

president. Ford Motor Co. ; Philip M. Klutznick, honorary president, International

B'nai B'rith ; William L. Lawrence, science writer for the New York Times

;

Harold Lloyd, actor ; Don McNeill, radio personality ; Dr. Louis M. Orr, presi-

dent, American Medical Association; Dr. Thomas Parran, president, Avalon
Foundation ; Howard Pyle, president. National Safety Council ; A. E. Stoddard,

president. Union Pacific Railroad; and Wallace, editor, the Readers
Digest, all of whom have made outstanding contributions to public health and/or
safety.

KECIPIENTS OUTSTANDING

Drs. Philip S. Hench and Edward C. Kendall were the first winners of the

award which they shared jointly for their work in the development and use of

cortisone, a drug which has great value in the control of arthritis. The second
award went to a man distinguished in a number of fields, the eminent medical
editor of the New York Times, Dr. Howard A. Rusk. The award was given for

his outstanding success in rehabilitating the physically handicapped. In 1954, Mr.
W. Earl Hall, editor of the Mason City, Iowa, Globe-Gazette, and past president

and member of the National Safety Council, received the Criss Award for his

distinguished work in the area of safety education. In 1955, the world famed
Dr. Jonas E. Salk received the award for his selfless contribution to the develop-

ment of a vaccine against polio.

Mr. President, on November 10, 1959, this distinguished group of men was
joined by Dr. Thomas A. Dooley, the American doctor who has devoted his career

to caring for stricken natives in the jungles of Laos and Vietnam.
I have spoken before in the Senate of the humanitarian dedication of Dr.

Dooley, and I have written in magazines of this great American's courage, his

skill, and tender care. Here is a man, now only 32, who has become the symbol of

lifesaving, selfless Americans. He is the antithesis of "The Ugly American." His
good deeds have helped conquer the barriers of custom, language, and hate—good
deeds that made him become, as the President of Vietnam said, "Beloved by a
whole nation" Dr. Dooley is truly a great person.

Mr. President, Dr. Thomas A. Dooley is the type of man whom our country
needs for its ambassadors abroad—indeed, he is the type of man whom all

humanity needs.
The Milwaukie Review, of Milwaukie, Oreg., on November 19, 1959, published

a very thoughtful and eloquent editorial discussing Dr. Dooley's outstanding
medical achievement, and his receipt of the Mutual of Omaha Criss Award. I

ask unanimous consent, Mr. President, that the editorial from the Milwaukie
Review, entitled "Another Tom Dooley," be printed in the Appendix of the

Record.
There being no objection, the editorial was ordered to be printed in the Record.

as follows

:

ANOTHER TOM DOOLEY

Not too long ago there was a maudlin ballad about one Tom Dooley who was
about to be hanged. Teenagers adored this character. His pi-aises were heard
wherever a jukebox blared, in adoration that was never clear. This teenage idol

was a killer—and stupid, to boot.

This week another Tom Dooley should have become the idol of young people

everywhere. In one place, he already is. In far off Laos, young Tom Dooley. now
only 32, and 27 when he first came as a naval medical officer to the Orient, has
become the symbol of life-saving, self-less Americans. He is the antithesis of the

"ugly American."
Not financed by the Government, in fact at first scarcely financed at all. Dooley's

outpost medical aid station in the tropic, disease-infected wilderness of Asia.

became the hope of life itself for men, women, and children otherwise condemned
to a hideous and inevitable death.

Dr. Dooley is an angry man. A young, ordinary, ambitious graduate medical
stTident. he did a bitter internship in the rigors of the Korean war and its after-

math of refugees, of flood, famine and disease. He couldn't forget the misery, the

need, the swollen, dying children. He went back and stayed. With modem medicine
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and with his own talent and that of his recruited associates, he performed
miracles.

This week, young Tom Dooley, M.D., received a coveted, award. An award re-

ceived in the past by such as Jonas Salk. It was the Criss Award of the Mutual of
Omaha Insurance Co. for outstanding medical achievement. Young Dr. Dooley
had thought he would have to use the $10,000 he received to pay for his own
recent cancer surgery, but that was subsidized. So he contributed it to another
outpost in the wilderness, Africa.

Albert Schweitzer told Dr. Tom Dooley when he was so honored, "All the world
should love you for what you do."

Hey, kids, how about this new Tom Dooley?

Exhibit F—Mutual of Oiiaha

Mutual of Omaha supports health care education—Commendation letter from
Creighton University (Reference p. 14 of text)

CREIGHTON UnIV'ERSITY,
Omaha. Nchr., April 7, 1972.

Mr. V. J. Skutt,
Chairman and Chief Executive Officer, Mutual of Omaha—United of Omaha,

Dodge at 33d, Omaha, Nebr.

Dear Mr. Skutt : It seemed appropriate to me that the news release on
the Criss Institute of Health came at the same time we were preparing our list

of Mutual and United employees' gifts to Creighton for matching purposes
by the Company. Although it was not planned that way, it once again pointed

out to us the debt of gratitude Creighton owes to you. your individual officers

and employees, and the Mutual of Omaha organization itself.

As a former Regent and a present Director of the University, you know first-

hand the problems that faced our School of Medicine a few short years ago.

Facilities were obsolete and inadequate, the number of full-time faculty v/as

well below standards, and the operational budget was far too low. If that situa-

tion had continued to prevail, there is no doubt in my mind that the School of

Medicine would have lost its accreditation and inevitably would have had to

close.

Beginning with our New Goals campaign, the exceptional support rendered
by your company and the people associated with it. has enabled us to com-
pletely reverse this direction. This support has continued through our current
Centennial Thrust effort. In place of an antiquated building, two new structures
now house our Medical School and a third one is in the advanced planning stage.

Also on the drawing boards is a nev,- teaching hospital. Barring some unfore-
seen event, these two structures could be under actual construction in the
not-too-distant future.
At last year's commencement, we all looked with justifiable pride upon the

69 new physicians that were graduated. As soon as their internships and resi-

dencies are completed, they Vv-ill take their place in society delivering quality
medical care. When one considers the shortage of physicians in the nation today,
it would have been tragic, indeed, if we had had to close our Medical Srluiol.

When you consider the fact that, thanks to the new facilities, the entering fresh-

man class has risen to 90, the potential loss of future physicians takes on even
greater proportions.

In any true snm(mation of the contributions of your organization and the
people associated with it. Mr. Skutt, we must not overlook the many hours of
time that have been freely .given to us in many complex projects. Your medical
staff has rendered invaluable technical advice as our Health Maintenance Or.ga-

nization plans take positive shape.
I could go on at length, citing many other examples of assistance, but I feel

that the point has been made. There is no doubt in my mind that the Mutual
of Omaha Organization has made a significant contribution to the whole area
of Health Care education.
For all of us at Creighton, may I take this opportunity to express a heartfelt

"thank you"

!

Sincerely,
Joseph J. Labaj. S..J..

President.
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[From the Omaha World-Herald, Omaha, Nebr., Friday, Mar. 17, 1972]

Page 3 of Exhibit F—^Mutual of Omaha

Press reports on Mutual of Omaha's contributions in the areas of Health Care
Education and Health Maintenance Organization plans.

C.V. PLANS RESHUFFLE TO EDUCATE MOEE DOCTORS

(By Mary McGrath)

Creighton University hopes within a few years to educate more doctors and
other medical specialists and do it for less per student and in a shorter time.
Among the proposals

:

—Set up a basic health science school where doctors, dentists, pharmacists and
other health specialists would get their preliminary training.

—Combine three planned medical buildings into one joined to a .$10-million
dental school now under construction.
"We hope to put together educational programs which could become a pattern

for the nation," said Dr. Robert Heaney, vice president for health science, at a
Friday press conference at C.U.

Final determination of curricula revisions will come from a study which
Creigliton hopes to carry out and implement during the next three years, Dr.
Heaney said.

Grant Sought

The University has applied for a three-year $559,682 federal grant to help pay
for the study and implementation.
"Without federal help, it will take us at least 10 years," Dr. Heaney said.

Creighton does not now have funds to pay for the additional manpower—includ-
ing a full-time director and curriculum specialist—necessary to carry out the
project, he said.

Existing health care and medical education problems, such as the physician
shortage, have prompted Creighton ofl5cials to consider sweeping curricula revi-

sions. Dr. Heaney said.

"Despite many examples of superb health care, the overall U.S. picture contains
too many examples of excessive cost, inordinate delays and irregular quality,"
he said. "Health care costs have Increased five-fold since 1950."

"I feel the inertia of the present system will yield to nothing less than radical
restructuring of both educational programs and methods," he continued.

All in One School

Creighton's proposed new approach is based on admitting all health science
students in a health sciences school where they would be taught common, basic
courses. Specialty courses would be taught by professional schools, such as medi-
cine or pharmacy.

Students could enter the health sciences school either directly out of high school
or after taking some college work.
The basic idea, Dr. Heaney said, is to give each student as much education as

he needs to function in his profession, but not to require more.
"The job of the opthalmologist is to care for your eyes. Why does he need to

have a detailed knowledge of the anatomy of the foot? But his present education
includes it," he said.

The new approach, teamed with early specialization, should cut time from the
required school years, he said.

Creighton planners estimate that a physician who is a clinical specialist could
complete his work in eight years, compared to the 12 now generally required.

The flexibility in the proposed curriculum would make it easier to fit a course
to the interests and backgrounds of individual students, including those who are
disadvantaged. Dr. Heaney said.

Students with financial problems also would be helped by plans to offer such
programs as the two-year nursing degree or physician's assistant.

A student could complete such a program and then work either full or part-

time while completing a degree, if he wished.
Plans also call for adding programs for additional types of health professionals,

such as midwives and nurse specialists.
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Limited degrees are being considered. Such a degree, Dr. Heaney said, would
give a person a broad understanding of a field, such as medicine, but only qualify
him to practice in a limited area, such as obstetrics.

Other offerings may be programs which cross the lines between disciplines.

Thus, you could be a lawyer with a medical background or a doctor with a legal

background.
As Creighton educates new types of health professionals, they will join the

ranks of those providing services to patients, thus helping change the pattern
of health care, Dr. Heaney said.

Page 5 of Exhibit F—Mutual of Omaha

creighton plans to consolidate buildings

Two years ago Creighton University drew up a development plan which showed
a hospital and three other new medical structures west of the North Freeway.
Today that part of the plan is outdated, said Dr. Robert Heaney, vice president

for health sciences.

What has outdated it are plans to make major revisions in the university's

health sciences curriculums and closely integrate education with patient care,

he said.

Under discussion is a structure housing hospital facilities, classrooms and doc-

tors' offices. The shape is yet to be determined.
The building would be joined to the $10 million dental school, now under

construction.
The area in which Creighton is constructing its medical buildings is bounded

by the freeway. Twenty-eighth Avenue, Cass and Burt Streets.

Dr. Heaney said construction will require clearing the southern part of that
area. The university owns most of the property, he said.

The hospital will be built by Regional Health Care Corp., a separate group
formed by Creighton and St. .Joseph Hospital. The hospital, which will replace

the present St. Joseph, should open in 1976.

The dental school is scheduled for completion in 1973.

Dr. Heaney said a federal grant application will be filed in late summer for

funds to help construct a building which will span the North Freeway and link

the two parts of the campus.
This building would contain a library and offices. It also may have some park-

ing. Dr. Heaney said a cost estimate is not available.

Creighton has not obtained air rights over the freeway.

Medical Complex: Criss Institute

Creighton's medical complex is being officially named the Criss Institute for

Health, it was announced Friday at a press conference at the university.

The name honors Dr. C. C. and Mable L. Criss for major financial contributions
to Creighton's health projects.
Included under the institute umbrella will be present and proposed classroom,

buildings, such as the medical and dental schools, and a yet-to-be-built hospital.
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STATEMENT OF V. J. SKTJTT, CHAIRMAN OF THE BOARD, MUTUAL
OF OMAHA INSURANCE CO., OMAHA, NEBR.

Senator Hart. You may proceed.

Mr. Skutt. Thank you, Senator Hart, and thank you, Senator
Hruska for those comments.

I am V. J. Skutt of Omaha, Nebr., chairman of the board of Mutual
of Omaha. And seated with me, at my right, is Albert M. Hansen,
who is senior executive vice president in charge of product and services

for our organization.
Elsewhere in the room are several of our fellow officers and asso-

ciates. If there is anything that Mr. Hansen and I do not respond to

properly, I'm sure that we can call upon them for some assistance.

We appreciate indeed the opportunity of participating in this hear-

ing. We think that the information developed by your committee.
Senator Hart, should be helpful in effectuating improvement in the
delivery of health care for the people in our countr}^ The important
role of commercial health insurance in reaching this objective is some-
thing that we have tried to trace in the formal statement which you
just recorded and which has been filed with the committee.
We endeavor to go into the genesis a little of the coverages as the

companies were organized and developed through the years.

And I respectfully submit, sir, that any legislative action in this

field should recognize the functions performed and performable by
the commercial insurance carriers.

]Mucli has and should be said on the part of those unable to receive

prompt medical care. This is due to inaccessability of prompt pro-
fessional services for financial or other reasons. As vre totally deplore
this situation and vow to improve it, we should not ignore the great
progressive services in medicine and health care, nor should we dis-

regard the means available for financing such services developed in

recent years.

You liave the figures to show this progress from other testimony
in the hearing. May I respectfully submit that for every hardship case

that has been or could be presented to demonstrate some inadequacy
in the delivery system and means of financing it, hundreds of cases

showing the benefits therefrom could probably be produced.
All of the instrumentalities involved in health care, such as medical,

nursing, and associated professions helping to provide it, and the insur-

ance and service institutions, together with the Government helping
to finance it, have been responsible for this great progress.

Just as we all share in its progress, gentlemen, we must also share
the responsibility for its shortcomings and weaknesses. Nor should
we be satisfied until all the ill and injured of our country know that
they will receive the necessary attention, regardless of their financial

condition or their whereabouts.
The following statement was made by the chairman of this com-

mittee at the opening of the hearings on the 24th day of February 1970.

May I say, IMr. Chairman, that I am covering briefly some of the mat-
ters in our field report, but I'm trying to pick out those which I thought
would be of most interest to the committee.
At that time, you said

:
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Now, inevitably, when we undertake hearings like this, because the record can
be finished only at the end of the hearing, and in the evolutionary process of
building a record, fingers appear to be pointed at one or another segment of the

problem. Understandably, the person to whom the finger is pointed feels that

there is an element of unfairness in that.

That's the end of that portion of your statement.

I do not propose this morning to point the finger at anyone—the

doctors, the insurance companies or the Government. I do say we all

should endeavor to do a much better job. We should sit down together,

as in a sense you are doing in these committee hearings, and review
what has been accomplished and what remains to be done to give all

of the people in our country proper medical care regardless of financial

condition or location.

I believe that, to do this, we must have pluralistic participation in

order to achieve the best results.

Let me give you an example. In 1956, Public Law 569 created the

CHAJMPUS program—that is the civilian health medical program
for the uniformed services.

Under it, the commercial health insurance companies and Blue
Cross would administer, at cost—at cost—the program which is fi-

nanced by the Federal Government.
Mutual of Omaha ofi^ered its services, after considerable thought

and some precise information on the need for this program, particu-

larly in the Air Force. It was assigned 17 States ; the balance of the

comitry was assigned to Blue Cross.

Figures filed by the Department of Defense in its annual reports

to Congress show that for the first 8 years of the operation of
CHAMPUS, the cost to the Government was 38 percent less for the
actual service rendered by Mutual of Omaha. The exact figures are
in the formal statement and the exhibits filed with you.

This is cited only as an example of comparative performance in-

centive and competition at work, which could not possibly exist under
any monolithic progTam.
Now, the first question submitted in your communication of March 15

asks about the sufficiency of the return in individual or group accident

and health insurance. This question, like many general questions, calls

for an opinion: "What is a sufficient amount?"
Mutual of Omaha paid benefits to more than one and a quarter

million persons in 1971 alone, and that does not include, of course,

the service through CHAMPUS and Medicare. The amount was im-
portant to these policyholders in all cases; we hope it was sufficient

in most cases to meet their needs.

Naturally, a higher percentage of premium is returned in group
cases, than in individual. That doesn't mean a higher amount; it just

means that a higher percentage of the premium is returned—if you
can call it a "return"—in group cases than in individual policies.

The latter involves—that is, individual—involves a multiplicity of
transactions and personnel. This is a cost factor, but at the same time
there are benefits beyond the direct return which should not be over-

looked.

Also a comparison of the actual costs of production of other neces-

sities, such as food, automobile, et cetera, shows a great differential,,

compared to the price paid by the consumer.
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Are the consumers in the field of tangibles getting a sufficient return

for their dollar, when the actual product costs less than 60 percent of

the retail price? Or, in the field of intangibles, even such as title in-

surance or bail bond insurance, where the buj^er seldom gets any direct

financial return for his premium ; he presumably has received a suffi-

cient return in the way of protection that these contracts provide him.

We must remember, too, that the purpose of these forms of protec-

tion, of coverages—health insurance, and so forth, is protection and
not investment, and some of the return is the knowledge on the part of

the policyowner that when illness or injury strikes, he will have these

benefits.

But there are other services rendered which are important in de-

termining whether or not the return for the premium paid is "suffi-

cient'" as used in the question. Many of these services are difficult to

evaluate precisely. However, they are most valuable to the policy-

owner and the public, generally.

The rehabilitation program of Mutual of Omalia is an example. It

was inspired by the late General Melvin IMaas, a disabled policyowner
of our organization, who joined our board of directors.

He also served as Chairman of the President's Committee on the

Physically Handicapped under both Presidents Dwight Eisenhower
and John Kennedy.
Experience with this program demonstrates that the request for

health care services over a continuing period of time is sometimes as

much attributable to the nature and character of the individual in-

volved as it is to the medical diagnosis itself.

We need not look beyond this Capital City here, for an example. A
great example is Franklin Delano Roosevelt, struck down by crippling
polio early in his career—he could have been a patient, an invalid, for

the balance of his life; yet he went on to achieve and fulfill the obli-

gations of the most important position in our country for the longest

period in its history.

There are other examples of people who have overcome serious

illness or injury, thus avoiding further extended hospital and medical
care. However, it is probable that there could be many more with
additional emphasis on rehabilitation.

^N'ow, there is a great deal of discussioii and comment, I noticed, in

the proceedings of this committee, on the adverse effects of over-

utilization on costs, and yet I have found an absence of any dis-

cussion concerning the importance of rehabilitation to help meet that

problem.
Other activities relating to the sufficiency of the return, in addition

to the rehabilitation program, may be found in the field of research

for greater health and safety, and I am speaking in these instances of
]Mutual of Omaha. I can't speak for the industry on some of these

matters.

Mutual of Omaha in 1050 created its Criss nvrard, unique in its

field. The award has been given to Drs. Hencli and Kendall for their

work in the development of cortisone. Dr. Howard Rusk in the field

of rehabilitation. Dr. Jonas Salk for the discovery of the polio vac-
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cine that bears liis name, and Dr. Tom Dooley for his efforts with the

medically indigent and, most recently, to former actor Bill Gargan,
who had cancel' of the throat and has done so much in the field of

cancer rehabilitation.

But we realize, of course, that the basic test of the sufficiency of the

return, as far as the policyholder is concerned, is what he gets back
in direct benefits. That is vital, of course.

During 1970, Mutual of Omaha returned 22 percent more of its

earned premium income to policyholders in benefits on individual

policies, than the combined average of the next 24 companies in this

field.

Here, then, is another example—and is cited i:or that reason only

—

of the advantages to policyovrners and public of a pluralistic or com-
petitive systems, vis-a-vis a monolithic program.
In this connection, may I respectfully call your attention to the

cases pointed out in the exhibits filed with our written statement, as

Mutual ,of Omaha passed its various milestones of billion in benefits.

This began in 1958. We passed the first billion, after 49 years in

business, and the $1 billion was reached last December.
The first case is a young family in INIichigan. It just happened

Senator—I don't want you to think that we put in this example from
Michigan because you are chairman of the committee. This happened
in 1958, when this particular case carried us over the first billion.

This first case was a family by the name of McMunn, at Ann Arbor,
whose picture is in the exhibit with his wife and daughter. Of course,

we paid them—the records show here 12 times since then for different

benefits, including maternity and so forth.

The second case was a more serious illness. That was a machinist
in Connecticut. He had an illness condition from wliich he is still

suffering, and so far he has been paid over $43,000 i]i benefits.

And 4 years later, the $3 billion figure was passed, by a businessman
in Xew York who utilized the rehabilitation feature of liis policy, to

which I referred earlier.

Then in December of 1971, the $4 billion figure was reached. This
case involved an attorney in Kansas who was stricken with multiple
sclerosis at the age of 39. His comments are found in the exhibits.

All of these payments above referred to are available to the policy-

owners to use as they see fit. In fact, all of the benefits paid by our
organization are ]3aid to the policyowner to use for the hospital and
doctor bills, as well as living expenses, for their children, or whatever.
And as we see so many examples of our service of this land, we are

inspired to greater efforts to fill the gaps which have been discussed

and pointed out at these hearings.

On the other hand, we must say that there has been great progress,

because it is a fact, both with our organization, the industry, and in

the Government, in helping to meet these problems.

"\Ye are involved, for example, in the development of preventive
programs and health maintenance organizations. Either directly or
indirectly, we are involved in over a dozen HMO locations throughout
the country today.
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And the people of our organization have total involvement in the

preservation of the Medical College of Creighton University. They
also support the new programs to provide more doctors, and to gradu-
ate them more quickly through an intensified curriculum.

I notice, too, and happily that the Government has stepped up help-

ful programs. One of its efforts that came to our attention just this

week was providing 150 physicians and other trained medical per-

sonnel to medically underprivileged areas under the 1970 Emergency
Health Personnel Act.

It was a pleasant surprise to see that the Government could call

on this professional assistance to meet an emergency imder existing

law. It suggests the desirability of making sure that before further

legislation is adopted, that we verify that all existing authority is

fully utilized and that careful analysis be made as to all of the various
programs presently available.

The medical profession appears to be aware of the necessity for

cooperating in the education of more doctors, nurses, and other asso-

ciated personnel as rapidly as possible.

It has been said they have been a little slow to get to this point, but
I believe they recognize it now. They also should make every effort

to see that unnecessary hospitalization and medical expenses are

avoided. After all, it is the doctors and not the insurance companies
or the Government who put a patient in the hospital.

On the other hand, looking at this reciprocal responsibility, insur-

ance institutions should do more in providing outpatient and ambula-
tory benefits to avoid the necessity of hospitalization.

There should be more emphasis on this and in the case of Mutual,
there is. I repeat—there should be, and in the case of Mutual of Omaha,
there is—more emphasis on out-of-hospital benefits for that very
reason.

The Government can encourage the efforts of the insurance institu-

tions, and particularly the public itself, by considering such programs
as allowing tax credits and other inducements to people to provide for

their own coverage if possible.

Also, it can continue to encourage the insurers and the medical pro-
fession to put more emphasis on rehabilitation, as I have mentioned,
to eliminate unnecessary hospitalization, return more people to pro-
ductive lives.

This can be helped by some of these programs. Finally, again, every-
one in our coimtry, regardless of financial condition, race, occupation,
or location, should all have accessibility to health care.

The consciousness of the need for such assistance by all three seg-

ments involved in meeting the need—the Govermnent, the health care
profession, nursing, doctors, and associated personnel, and the insur-

ance, or service institutions, including of course the Blue Cross. These
three segments must work as a team in getting this job done.

I have here, in the interest of brevity, a small and rather crude
diagram which we drew up quickly to try to illustrate the inter-

dependence of these—or three segments, rather, in ti yina- to meet this

problem.
There you see at the top the deliverers, the purvevors, of health

care—the hospitals, nursing homes, the medical profession, and so
forth.
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Now, that's in the top of the diagram. (Diagram slipped off easel.)

I hope that that is not symbolic of what is going to happen here in the
program. I thought that the diagram was quite appropriate.
Now, going from one to the other, on your left as you look at it, the

insurance institutions and service organizations, and on the right, the
Government facilities, both Federal and State, as well as local.

Those lines going from one to the other are representing a conduit,
or representing pulleys, in a sense, and, of course, the outside circiun-
ference is the public that touches all of those three.

It is supposed to illustrate the interdependence and the relative
functions of those three segments that I have referred to.

Those are supposed to be pulleys that are rotating, bringing this
protection and this service to the respective groups, and then ultimately
to the public.

One of our associates who helped prepare it rather hurriedly—we
just put this together today—said that we are all "puUey-ing" together.
But that is his statement. I thought that it was kind of appropriate.
On that basis, Senator, I feel that we can accomplish the objectives

as set forth by the committee, and to which all of us subscribe—of
improving the delivery of health care to the people of our country.
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I do not think you can do it with the elimination of any one of those

three se^rments pictorialized in this diagram because every one of them
have a vital function.

It seems to me that it would be the height of folly to consider

scrapping or even reducing the furictions and responsibilities of the

health insurance personnel of this country such as the dedicated people

in our own organization. I might say, if I can do so without being

immodest, becaii;;^ I have only had a small part in it, but I would say

that the people in Government, the people in business, people perhaps
in all walks of life, should be happy that there is the Mutual of Omaha
in this country.

I can assure you that the services of our people are going to be

available to continue to carry out what they feel is an important

function.

I would like to just conclude this, Senator Hart by going Imck to

the balance of your statement at the opening of these hearings—

I

quoted the first part earlier.

The part that I have before me now says, "Be assured that before

tliis record is closed," and I assume you are getting rather close to

closing it, and that is the reason that I thought that this would be

appropriate

—

Before this record is closed, every segment that feels it has a story to tell in

explanation of the factor it contributes to that spiraling circle will be heard.

speaking of the costs, and so forth.

It is altogether possible that at the end we ^Yill have to acknov.ledge an under-
standing sympathy of a problem that everybody has; acknowledge that there i><

nob(Kly without that in the field.

But the cumulative testimony will, I hope—and I am quoting—"encourage
all of us in the business of delivering hospital care, to demonstrate an al)ility to

respond to this kind of a problem with solutions, or a set of solutions, that will

deliver the best of hospital care at the lowest possible cost."

I feel, sir, that a recognition of the distribution of responsibility,

and a triangular, or a pulley approach to this solution, is responsive to

your goal as so well expressed.

I thank you for the opportunity of presenting it to you this morning.
Senator Hart. Mr. Skutt, I thanlv you very much. I think whoever

dreamed up the pulley system yesterday did help us visualize the

assured failure of our society to deal with health care until we beef

up all of the elements.

Those of us on the committee have heard enough to realize we some-
tim.es complain to insurance companies that they don't ride tough
enough herd over hospital practices, and yet we realize that ultimately

doctors make most of those decisions.

We quarrel with insurance companies because they provide inade-

quate coverage and they make it more difficult for the person to get

in the hospital. Then we realize that the next witness is going to tell

us about a bitter experience he or she had trying to get into a hospital

because it was overloaded or the nurses were too busy.

We do develop an appreciation, I think here, an interrelationship,

and really, the inability of any single element in that triangle to

approach a completely satisfactory delivery system barehanded. It

doesn't depend on anybody.
You put it on page 18. I was reading along with you.
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It seems equally clear that the most ideal of systems can only be an effective

blueprint during the immediate future. Until such time as the nation has suffi-

cient manpower and facilities and adequate distribution of manpower to render

the services, the ideal will remain a blueprint.

jMr. Skutt. That is right.

Senator Hart. But having made that acknowledgement, the com-
mittee will continue to put needles in the several segments of this

system.

Mr. Skutt. Fine.

Senator EL\rt. Next sir, let me thank you and those associated with
you for their very full cooperation with the requests which I know
were burdensome. Also I want to thank you in that you had your
statement so far in advance.
Thank you.

Now, included in some of the material that you gave us was a manual
that included a direction to your personnel on the handling of settle-

ments, specifically it's—no ; it is not numbered.
If you have no objection, I will put the relevant three pages in the

record at this point so the reader of the record can get a full apprecia-

tion of what we are talking about.

(Documents follow. Testimony resumes on p. 1220.)

SeTTLEME]VTS

be:^efits disposition 9200

When you receive a request for benefits, there are four basic methods at your
disposal for concluding the request

:

1. Payment of the full benefits.

2. Compromise Settlement (payment of a portion of the benefits)

.

3. Rejection of request.

4. Rescission.
Although the majority of the requests you receive will be handled by full pay-

ment of the compensable benefits, it is necessary to discuss the remaining meth-
ods of disposition.

COMPEOMISE SETTLEMENT 9201, S-9

A Compromise Settlement is an agreement reached between the Company or
its representative «nd the Insured involving the Company's payment of an estab-

lished sum to the Insured in return for his signed release of any additional or
subsequent benefits due for the disability in question. Unless a bona fide question
of fact or law exists, do not initiate a lump-sum settlement.

SETTLEMENT HANDLING 9202

After the auditor has completely and thoroughly documented the file and the
circumstances indicating that a settlement is in order, refer the file to the bene-
fits manager. The benefits manager should decide whether the file requires per-
sonal handling. If personal handling is necessary, refer the file to the field

adjustor with a completed File Recommended for Personal Handling MU06I8.

FILE RECOMMENDED FOR PERSONAL HANDLING 9203, MU5618

Be sure to use the proper release form :

RELEASE FORMS 9204, M6704, U6T04, M6705, AND U6705

1. Compromise Settlement Release Form M6704-V6704 or Compromise Settle-
ment Release with Surrender of Policy Form M6705-6705: These two foi-ms are
to be used in cases where a question has arisen regarding coverage under the
policy of any application for benefits that has been presented. The validity of
the policy itself is not necessarily questioned. Question may involve origin be-
fore or within 30 days, heart trouble within six months, etc., or may involve
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the question of total disability or confinement. In other cases, there may be a
^question of misrepresentation, but for good reasons it is determined that the
benefits should be compromised. The proper form to use will depend upon
whether or not the policy is to be surrendered as part of the consideration for

the settlement.
M6706, U6706, M6707, AND U6707

2. Final Advance Settlement Release Form 3I0706-U6706 or Final Advance
Settlement Release with Surrender of Policy Form M6707-V6707: Both of these
releases are used in instances in which neither the validity of the policy, nor
coverage under the policy is questioned. These releases should, of course, be used
only in those cases in which payment is actually made beyond the date of set-

tlement, and at the request of the Insured.

M6708 AND U6708

3. Full and Final Release Form M670S-U670S: Use in all cases where validity

of the policy is questioned and all liability under the contract denied.

HANDLING REFUND OF PREMIUM 9205, S-18, SD-90, MU1904

Many times the settlement of a benefits request will involve the surrender of
the Insured's policy. On occasion, a part of the money paid the Insured will in-

clude a refund of premium paid in advance of the date of settlement. Accounting
procedures dictate that we differentiate the refund of unearned pi'emium from
the remaining paid benefits either by indicating on the draft or the Field Ad-
juster's Report MU1904.
When confronted with situations involving policy surrender and premium

refund, auditors and adjusters remember these guides :

1. Premium refund should be made by Miscellaneous Disbursement Draft
M711-LU623 which shows that the payment represents a refund of premium un-
der the policy.

2. If it is not practical to draw two drafts in concluding a settlement (one
for the benefits paid and the other for the refunded premium), then include
both benefits and premium payments with one benefits draft provided ... 2.1 That
the notation "Premium Refund" and amount is set out on the lower left corner
of the draft stub immediately above the draft form number.

3. If the settlement does not include premium refund, it is not necessary to

so state on the adjuster's report or the draft.

4. Where a policy is canceled through settlement, immediately advise the bene-
fits manager of the ofiice maintaining the PIC record on surrendered policy (if

out of territory) so that any other pending benefits file can be clearly marked
to show the cancellation.

5. Make a complete resume of the settlement a part of tlPe file.

6. Forward file to Home Office Benefits Service Administration Department
without delay.
Note—On a surrendered policy, attach only the "Facing or Schedule Sheet"

of the policy to the file. Do not forward the entire policy.

CONTINUANCE OF PARTIAL COVERAGE 9206, P-3

Often an Insured owning a basic loss of income policy with riders covering
himself or dependents against medical, surgical or hospital expense will hesi-

tate in making any adjustment in the contract for fear of losing some element
of desired coverage.
This factor can be a bar to a benefits representative entering into an amiable

settlement where a question of fact or law prevents final disposition of a bene-
fits request. To resolve this problem, the following recommendations should be
followed . . .

Unpayable Files

rejection-rescission, 9210

A rejection is a denial of liability for benefits because the disability or loss

is not covered by the terms of the contract.
A rescission is the voiding of a contract as of its issue date because of a

material misrepresentation or concealment of fact by the Insured in his applica-
tion for insurance (the application being part of the contract)

.
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REJECTION HANDLING, 0211, E-7, K-11, B-8

Wlieu it is established that the file is to be rejected, prepare a letter of
explanation to the Insured advising him of the Company's position. This letter

should follow the guides presented in the Sample Letters Manual MU688.5 and
Benefits Release R-7 and Benefits Release R-11.

1. Prepare all correspondence of rejections in original and two copies. Send
original to Insured ; retain one copy in Field OflBce file ; for^'ard other copy to

the Home Ofllce with the benefits file.

2. If an assignment is in file, notify assignee of our inability to honor the
assignment.

3. Quote all grounds for rejection in corresponxlence—the primary reason
followed by the secondary reason(s).

4. Indicate Rejection Code Number(s) on MU112. Refer to MU164 for code
numbers.

MU164

5. On Home Office copy of rejection letter, add as footnotes :

5.1 Diagnosis of condition which is the cause of the loss suffered.

5.2 Dates of onset of hospitalization or disability.

5.3 Rea.son(s) for rejection—include any additional information which
influenced the denial of benefits.

RESCISSION HANDLING, 9212, A-14

If the application is attached to and a part of the policy, and a rescission
appears in order, request a photo of the application from the Home Office, if

not ali'eady furnished. Use the Memo to Home Office MU2206 for this puiijose.

Upon receipt, analyze the application to determine whether misrepresentation
exists. If you determine that there is sufficient justification for a rescission . . .

1. Obtain the benefits manager's approval and furnish file to field adjustor
via the File Recommended for Personal Handling ^IU561S.
Note : Handle a rescission by mail only ivhen there is no other means of timely

personal contact available.

TIME LIMIT ON CERTAIN DEEENSES PROVISION 9213

2. Determine the amount of premium paid on the policy since its issue date,

deducting all benefits paid on that policy.

RIDER IN LIEU OF RESCISSION 9216, R-20 AND PREEXISTING SICKNESS OR INJURY
RIDER FORM 2805M 9217

If the Insured is a desirable risk except for the condition that is the basis
for the rescission, consider a rider in lieu of rescission as a means of conserv-
ing otherwise good business. At this point brief mention must also be made of
the Preexisting Sickness or Injury Rider Form 2S05M. Through the use of
Rider Form 2805M and a rate-up in premiums, we are able to provide a means
of writing impaired risks on standard income protection, hospital, major
medical and major hospital contracts witli coverage for preexisting conditions
on a nonrescindable basis (except for nondisclosure of uninsurable conditions
and fraud).

Basically the intent of this rider is to provide the Insured with

:

DISCLOSED IMPAIRMENT 9218

1. Full Coverage, at a rateup in premium, for a preexisting sickness or injury
or related condition which is disclosed on the application, provided

:

1.1 The condition is not excluded from coverage, such as elective surgery.
1.2 Loss from any preexisting sickness or injury or related condition

begins after the policy has been in force at least 12 months after the policy
date.

UNDISCLOSED IMPAIRMENT 9219

2. Partial Coverage if a preexisting sickness or injury is not disclosed on the
application and the Company is informed of such sickness or injury during the

90-319—73—pt. lA 43
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first two years following the policy date, or if such sickness or injury results in

loss which begins during this two-year period . . .

2.1 The policy will continue in force,

2.2 Benefits will be payable (as specified below), and

2.3 The policy will be amended,

Huhjeci to whatever limitations or exclusions should have applied under the

Company's underwriting standards in effect on the policy date. Benefits, if

l)ayable, are payable for losses from all causes in such proportion as the premium
beai^ to the premium that should have been paid in accordance with such under-

writing standards.

CONFIRMATION OF BENEFITS RIDER FORM 2842M AND 9220

Confirmation of Benefits Adjustment Rider Form 2842M Rev. should be used

in conjunction with Rider Form 2S05M when it is necessary to adjust coverage

after the issue date because of the disclo*>ure of a preexisting condition not

named on the application.

Note: Refer to the underwriting policy kits on the 2S05M Rider Form and

the 2842M Rev. Rider Form for specifics.

Mutual of Omaha,
Omaha, Nchr., May 2.], 1912.

Hon. Philip A. Hart.
Chairman, Senate Antitrust and MonopoJi/ Hiihcommittce, Room lO't, Senate

Anne.r, Wasliinffton, D.C.
(Attn. : Mr. Dean Sharp)

.

Gentlemen : This letter and the enclosed data for completion of your original

questionnaire are sent in response to your May 18, liJ72, letter, which was re-

ceived yesterday. As mentioned in my April 24 letter, we very much apivreciate

the extension of time granted for the submission of these two remaining items.

You will note that the information in this letter is not subdivided according to

category of policy coverage. We are unaltle to categorize in the manner suggested,

primarily for two reasons. First, a portion of the individual business is si>ecial-

risk type business on which the Company has not retained the kind of records

needed to reflect in the information requested. Such records on these particiilar

policies, as a regular practice, are not retained for the year for which the Tri-

ennial Convention Examinations have been completed, and such examinations

have been cfvmpleted for the years 1968, 1961) and 1970.

Secondly, with respect to our regular individual and family i>olicies (other

than siiecial risk), the .separation of claims actions by category of policy coverage

is not possible because we maintain claims records on the basis of "claim audits",

which will be explained subsequently in this letter.

It is important, too, to note that categorizing by policy coverage could be

misleading, even as applied to the number of iwlicies in force. Our codes are

keyed to the kind of benefits provided in the basic policy, but the Company offers

a large variety of benefit riders for addition to the basic policies. As a result, for

example, many loss of time policies are issued with hospital-surgical benefit

riders included ; and many hospital policies are issued with benefit riders so

broad as to in fact provide major medical coverage.

The following information, then, is our best estimate of the yearly totals of the

various items requested.

1. Numher of individual policies in force as of December 31

As indicated in the Companv's annual statements, there were 3,252.697 such

policies in force at the end of 1968 ; 3,248,986 at the end of 1969 ; and 3,171,289 at

the end of 1970.

It must be recognized in evaluating these figures, or any claims figures which

might be related to them, that the number of persons covered is several millions

more than the number of policies. Perhaps 8.000.000 persons are covered under

the Company's policies exclusive of true group policies. Precise counts of i>ersous

covered on any given day are not available. In the special risk area one policy

miaht cover hundreds or thousands of persons and, of course, in the regular area

there might be any number of family dependents on an individual insured's

policy.
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2. Xumier of individual policies rescinded

Rescissions result from the insured's failure to have given all information
requested in the application for insurance. Recognizing that such failure can
he a simple oversight, the Company sends a "reveritication letter" and another
copy of the completed application to each insured within two weeks after the
policy is issiied. It is hoi»ed that the letter will serve to avoid future misunder-
standing and disappointment. An excerpt fr(»m the letter follows:

'.
. . Your policy has heen issued relying upon the information contained in

your application. A photocopy is attached and is made a part of the policy.

It is very imijortant to you—and to us—that your application contains com-
plete and accurate infoi'matiou. Enclosed is a photocopy of your applicarion and
we ask that you review it carefully and if incomplete in any respect provide us
with any additional information. Factual and well-defined answers to all of the
questions now will prevent misunderstandings at a later date.

Please ccjmplete and sign the appropriate spaces provided below, and return
to us in the enclosed enveloi)e. It is not necessary to return the photo. We
sincerely appreciate the confidence you have expressed in our comiiauy and the
courtesies you extended to our representative . .

.'"

Despite this and other efforts, rescissions do occur. We estimate that the
number of ix>licies rescinded by claim action was 4.03."i in 1!>0S ;

4,nn3 in llXiO : and
5,r>81 in IJITO. It is not to be concluded, however, that the number of policies

rescinded is identical to the number of claims which result in rescission action.

One claim, in other words, can result in rescission of two or more policies.

3. Xumhei- of individual policies reformed

In this regard, too, we emphasize that the nundier of policies reformed is not
identical to the number of claims which result in reformations, because one
claim can result in multiple reformations. The number of individual policies
reformed by claims action was 3,384 in ltl68 ; 3,449 in 1969 ; and 1,591 in 1970.

-}. Xuniier of individual policy claims received and number of claims paid

In the consideration of this matter it is essential that there be a common under-
standing of terminology. What is a claim? What is a paid claim? Some i)ersons
or some companies might consider each claim draft to be a claim paid. Others
might consider sei)arate periods of hospital confinement to be causes of separate
claims. Different kinds of loss (loss of income, expense for hospital services,
expense for the services of a physician) might be considered different claims.
We are unaware of the Subcommittee's definitions of the terms and therefore
believe it is in order to give a brief description of our procedures and terminology.
Mutual of Omaha assigns a file number promptly when it receives an oral or

written communication giving an indication that a claim has been incurred. A
significant nuniber of the.se case.s—we estimate 59t—prove not to be claims
because they are withdrawn by the policyowner, voided because of duplication,
etc. We mu.st estimate in this instance because our records are maintained on the
basis of "claim audits" rather than on the various disiwsitions of file numbers.
Another segment of the file numbers originally assigned prove to be cases in

which the loss or amount of expense is not pertinent to the kind of policy issued.
Cases such as these (for example, the policy provides benefits for hospital con-
finement or the expense of a visit to the doctor's office but the insured incurs
neither) are not included.

Also, Mutual of Omaha u.ses the following procedures with respect to claims
arising from the same or related conditions.

(a) Under major medical and major hospital policies, all expen.ses incurred
during the benefit i)eriod (usually two years) are given consideration under only
one file number—even thf)Ugh there may lie multiple kinds or periods of expense.

(b) Under basic hospital ix)licies, periods of hospital confinement separated
by less than 30 days are given consideration under only one file number.

(c) Under loss of time policies, periods of loss of time separated by less than
1.") days are given consideration under only one file number.

(d) Under multiple policies held by a single insured, the various lo.sses are
given consideration under only one file number.
As indicated previously, the records for our special risk business have not

been retained. Our estimate of the number of claims received under all regular
and sfjecial risk policies, exclusive of group policies, on the basis described, is
732.895 in 1968, 735,371 in 1969 ; and 728,561 in 1970.
The number of claims paid must be estimated, too, because of the unavail-

ability of special risk records and our previously mentioned system of maintain-
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iug records on regular business on the basis of "claim audits". By "claim audit"
we mean one claim processed under one policy. If an insured submits a single
claim under two policies, for example, the processing is considered two claim
audit,*?.

In arriving at the number of claims paid each year we have subtracted from
the estimated immber of claims received the estimated sum of the claims which
resulted in rescissions, reformations or rejections in that year. This method is not
precise, obviously, in that it does not allow for the fact that some claims paid in

1968 were received in 1967, some claims received in 1970 were not processed to

completion until 1971, etc ; however, such discrepancies tend to offset each other
when a tliree-year i>eriod is calculated on the same basis.

The estimated number of claims paid, exclusive of group claims, on the basis
described, is 692,325 in 196S ; 690,723 in 1969 ; and 682,680 in 1970.

G. Number of indwidiial claims rejected

Here, again, the understanding of terminology is most significant. For example,
Alutual of Omaha receives requests for benefits from persons not insured by us
but insured by other companies. Certainly, our denial and explanation under
such circumstances would not be considered a rejection.

There are other cases, as mentioned previou.sly, which involve explanations
and would not be considered claims or rejections under objective standards

—

such as the coverage being for hospital confinement or the expense of a visit

to a doctor's ofiice but the insured incurring neither.

Also, we caution against misinterpretation which could result if declinations
are related to claims received or to policies in force. As we have indicated
previously, the number of persons covered exceeds the number of policies in force
by several millions, and our procedures for counting claims result in a con-
servatively stated total. A declination, obviously, applies to only one person
regardless of the number of persons covered under the policy involved.
The estimated number of claims decined on the basis described is 33,832 in

1968 ; 36,715 in 1969 ; and 39,356 in 1970.

5.a. Three major reasons -for such claim rejections

(a) Policy not in force at the time loss began.
(b) Condition excluded.
(c) Specific policy exclusion.

6. Number of claims paid in full, per maximum allowable expenses.

The number of individual claims paid in full per maximum allowable expenses,
based on the figures in our I'esponse to No. 4 reduced by the number of claims
paid partially (compromise settlements) is 690.381 in 1968: 687.072 in 1969; and
679, 208 in 1970.

7. Number of claims paid partially {compromise settlement) in contrast to maxi-
mum alloivahle expense

A compromise settlement is made for one of two reasons, a question of fact or

a question of law. A compromise which results in partial payment implies, of
course, that there is a question as to whether the Company has any liability

at all in the case. The number of such claims was 1,944 in 1968 ; 3,651 in 1969

;

and 3,472 in 1970 (the special risk claims necessarily being estimated again).
Sincerely,

A. M. Hansen,
Senior Executive Vice President.

Senator Hart. You list in that manual the four basic methods of

disposing of a claim. The first is payment in full—payment of the full

benefits ; the second, a compromise settlement ; the third, rejection of

request; and fourth, rescissions.

For the record, I wonder if you could provide us with the percent-

age of claims that have been disposed of in the last 2 or 3 years,

some appropriate period, for each of those four methods.
Did I manage to make that request clear ?

Mr. Skutt. Is that included in the findings now ?

Senator Hart. I believe not.

Mr. Skutt. Mr. Hansen might help us on that.

Mr. Hansen. I believe that the majority of that information was in-

cluded in a letter that I wrote to you to the attention of Mr. Sharp,
about a week or 10 days ago.
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Senator Hakt. Well, it liasii't caught up Avitli me. If it is, good. "We
will advise you if the information has not been received, in which case

we will keep the record open (See p. 1218.)

Mr. Haxsen. If those percentages have not been received, I will be
glad to furnish you a copy.

Senator Hart. Thank you. As we have done with other insurance
companies, as laymen, we are always curious about these classifications

that you develop, the surcharges based on the occupation of the appli-

cant, the individual, the place of residence, and so on.

In your health and accident classifications, you have several categor-
ies : Preferred risks, selected preferred risks, standard risks, and select

standard risks.

Could 3'ou briefly give us your philosophy and explanation of this ?

C0NFg5E?MT!AL

policy
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}iospitaI

65

The benefits for losses beginning before age are payable

V/hen the insured Incurs expense resulting from necessary hos-

pital confinement caused by Injuries or sickness. You have al-

ready learned that the term "injuries" means accidental bodily

. received while the policy is force.

.disease

confinement

30

This completes your study of benefits payable for hospital

beginning before age . Now we are

ready to begin a study of benefits payable for

confinement beginning on or after age 65.

3n force

Each time the premium is paid, the policy is renewed. Since its

payment results in renewal of the policy, this premium is called

a premium.

^^

CONNECTICUT 25

(d) IMPORTANT: If nonselective underwriting is desired, indicate po on
M21 or by note When APPS are submitted. Otherwise the group will Lve under-
written selectively.

7. IMPAIRED RISK MAXIMUM LIMITS

7.1 Unimpnired risks secure regular coverage. Impaired risJcs are issued

limited coverage. An impaired risk is any risk requiring a rider or that is un-

insurable in accordance with "Underwriting Appraisal of Physical Histories"

manual. (If a group qualifies for "no selection," impaired risks may have the

following plans without riders.)

7.1.1 Uninsurable Risk

:

121DL^122DL : 13 weeks' sickness and accident—8th-day
sickness—.$2.j.00 weekly benefit

121H/HF : 30-day plan—$8.00 daily room and hoard
.$1.'>0 hospital miscellaneous (271SM

)

$22.5.00 surgery (2722M)
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7.1.2 Riderable Risk

:

121DLr-122DL : 5-year accident, l-.vear sickue.ss—8tli-day

sickness—$40.00 weekly benefit

121H/HF : 120-day plan—$12.00 daily room and board
The first $100.00 plus 75% of $1,000.00 miscellaneous (2721M)
$300.00 surgery (2723M)
$150.00 medical (in hospital) (2727M)

7.1.3 The following "additional" benefits may be included if everyone in the

group applies for these benefits. ^ledical Diagnosis and Home Care (2731M),
Dental Care (2730M), Hospital Outpatient (2720M) and Specific Loss and Speci-

fic Injury Benefits (2732M).
7.1.4 The following '"additiouar' benefits may not he included unless cleared

hy Home Office. ( There may be a histoi-y of certain impairments which prohibit

issuance of this coverage.) Dread Disease (2729M), Accidental Death and Dis-

memberment (2714M), Accidental Death (2713M) (2715M), Accident Exijense
(272SM).
Note: In qualified PRD and SCF groups with over 100 employees or members.

all impaired risks are eligible, subject to the participation I'equirement for

"riderable risks'' limits shown above.
Note: If over half of the other people in the group have applied for less than

the above limits, impaired ri.sks will be issued the same limit as the others.

8. NONSELECTIVE ENROLLMENT PERIODS

8.1 PRD Groups. When the group qualifies for "no selection," a 30-day open
enrollment i>eriod is allowed. After this i>eriod, all additions Avill be "selective"

except new babies and new employees who apply within 60 days of the date

of employment or a longer period if an employment qualification applies. {Com-
plete ''date joined" question in the application.)

5.2 SCF Groups. When the group qualifies for "no selection," a 30-day open

enrollment period is allowed. After this period, all additions except new babies

will be "selective." (Franehi.se Division approval and current roster must be

obtained for future open enrollments.)

Note: When a nonselective group falls below the required participation re-

quirement, all additions will be issued on a selective basis.

9 IN-FORCE GROUPS—121DL-122DL AND 121H/HF

If these groups qualify for "no selection" in accordance with the participation

requirements, the Franchise Division must be notified to make the necessary

changes.

10. benefits considerations—coding mu112 "selective" and
'nonselective"

Note: You will recall that under the old forms, the 21DL (lo.ss of time) policy

had an origin provision covering "loss of time beginning while this policy is in

force and resulting from : (1) accidental bodily injuries received while this policy

is in force or (2) .sickness contracted while this policy is in force." The old hospi-

tal forms 21H/HF did not have such origin except for injuries. Fortunately, all

of the new Policy Fonns 121DLr-122DL and 121H/HF do contain an origin provi-

sion for sickness or accident.

It is important to be aware of the above-stated features of these plans so as

to understand the effect of the "selective" and "nonselective" underwriting de-

scribed in the following paragraphs.
10.1 "Selective" Underwriting. Where a group has been underwritten on a se-

lective basis, the word "Selective" will appear in the rider or endorsement on

the :MU112. These should be handled a^ any regular policy written on a selective

basis.

10.2 "Nonselective" Underwriting. When a group meets participation require-

ments (see Section 6), riderable risks or uninsurable risks are given lintited plans

and unimpaired risks have a choice of plan (see Section 7). In any one group
three versions of 121DL-122DIi or 121H/HF may be issued. Benefits issued to

the particular pollcyoivner will be shown on the MIJ112.

10.3 "Nonselection" Connotation. On these policies the underwriters, relying on

the answers on the individual Insured's application, have the right to is.sue regu-

lar or limited plans (see Section 6) to the individual applicant or reject Issuance
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to the individual group if the precentage of unimpaired risks is above acceptable

limits. Known preexisting conditions material to the risk not shoivn on the appli-

cation discovered during processing of a benefits request give the right of recis-

sion of the individual policy.

Note : If a preexisting condition is shown on an appplication and the policy is

underwritten on a "nonselective" basis, benefits icill be alloiced for the condition.

10.4 Coding. The following coding will be used on MU112 :

10.4.1 If the application shows no impairments, the MU112 will show . . .

'•No selection—No impairments on app"
14.4.2 If the application shows impairments, the MU112 will show . . .

"No selection—No impairments on app"
Holmes Bureau coding for the impairment, thus : "No selection—John

—

1318 shown on app."
If there is more than one Insured with Impairment, the name of each

and the impairment code will be shown.

11. BENEFIT CONSIDERATIONS

11.1 Rescissions. It is the responsibility of all benefits personnel to safeguard
the conservation of these groups which have cost our Company considerable

time and money to establish.

In recent years a few Franchise groups involving many members have been

nonrenewed because of rescission action on one or more members in each group.

The groups were lost, not because of the rescissiorus, but because of a lack of

proper communication between the Company and the groups with poor public

relations resulting.

In order to improve this situation, the following guides are established if ad-

verse health history is established and it is necessary to take rescission action

on a member of a Franchise group.

11.1.1 If the policy has been imderwritten on a nonselective basis, return the

file to the Home Office. No final action is to be taken until it has been reviewed by
the Franchise Division and Benefits Service Administration.

11.1.2 It will not be necessary to return the file to the Home Office if the policy

has been underwritten on a selective basis.

11.1.3 Aft_er it has definitely been decided that rescission action Is to be taken,

discuss the file with the general basis with the Insured.

If the field adjuster and benefits manager are satisfied that the recission is

acceptable with no apparent future repercussions, no further action should be

necessary. If in the opinion of the field adjuster or the manager such recission

will cause any future complaints, the benefits manager should call on the mana-
ger of the particular Franchise group to explain our handling. Whenever possi-

ble, especially with large or new groups, the benefits manager should be accom-
panied by the general agent.

Such handling will cement good public relations and not only help conserve

business but help project the proper image for potential group sales.

Mr. Skutt. Yes, I can o;ive you what I underetand to be the philoso-

phy of our organization. ]Mr. Hansen might respond with some exam-
ples.

Senator, going back to the earlier days of onr organization, and I

have been with it for quite a while now, we have had an objective of

bringing protection to all people, regardless of occupation.

There was a time when companies, many of them, specialized in

professional, or so-called preferred risk. But one of the things that has

marked our progress, and is partially responsible for it, I think, is tlie

fact that we broadened the base of our clientele and our coverage.

We were offering coverages years ago to people in industrial, and
other walks of life, that normally at that time were not qualified for

this type of coverage.

We have endeavored to carry out that program in all types of our

protection. There is, of course, to be remembered that there is a distinc-

tion in writing a loss of income policy, and in writiiig a hospital policy

because you have a different type of liability involved. To be entitled
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to a loss of income policy, one should be productive when they are in-

sured.

Now, a hospital policy is different, and can be issued to people who
do not have any earned income.
So there are those distinctions to be made. But perhaps Mr. Hansen,

who has lived with this for a long time himself, and is in charge of our
product and services that I mentioned earlier, could expand on that.

Mr. Hansen. Thank you. Senator, Mr. Skutt has clearly identified

the situation and I want to emphasize it. I want to distinguish, first

of all, between the hospital-medical coverage, which, I believe, is re-

ferred to here as health care coverage, as distinguished from loss of
time coverage.
Xow, the occupational classifications to which you have referred

applies to loss of time coverage for occupational variances effect. It

does not apply to the health care coverage, where in the underwriting
of health care, we make it available without regard to occupational
classification.

Senator Hart. Well, then if I find in your underwriting guide dif-

fering treatment for an undertaker and a manual laborer, I am to

understand that those are classifications that are applicable to loss of
income protection, but not to health and hospitalization ?

Mr. Hansen. Your understanding is correct, sir.

Senator Hart. Not that world survival hinges on the answers we
get, but just because we are curious—I notice in this occupational data
manual that you give a different rating to an undertaker who embalms,
and one who does not embalm.

Now, what is the tlieory for that ?

Mr. Hansen. I will give you the theory as I understand it coming
from our medical directors.

Incidentally, you will be interested in knowing that the late Dr.
Mayo has collaborated with us on these manuals, and has helped me in

the preparation of the material.

The man who does no embalming is not subjected to the disease con-

dition of the patient who the other man may be working upon. He is

not subjected to the cutting of his hands, or the involvement with the
embalming fluid, and this sort of thing.

Therefore, there is a different accident and health risk involved
when a man is embalming than when he is doing office work only in

an undertaking establishment.

Senator Hart. I would not quarrel with that answer, or Dr. INIayo's

theory there.

Mr. Hansen. And I am like you. I sincerely hope the world doesn't
hinge on that answer.

Senator Hruska. Mr. Skutt, I am not surprised, but I am gratified

at the fashion in which you have treated the problems of demands for
standardization. I presume that means standardization of benefits,

standardization of premiums.
Mr. Skutt. Yes.
Senator Hruska. And so on. There is an inconsistency if we require

standardization by law, for example, and place a floor on the ceiling.

We remove an element that is very precious to the Subcommittee on
Antitrust and Monopoly, and that is that business of competition.
Mr. Skutt. Yes.
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Senator Hruska. And we encounter it in other fields which we have

gone into. There are some people who say that gasoline is o-asolin.e,

and ethyl gasoline is ethyl gasoline and, therefore, the advertising of

gasoline that will start your car faster, and that it will start it better,

in cold weather, and so on—that is all poppycock.

Now, I am wondering what has been the impact of the uniform

policy provisions law—as I understand—all States have it now?
Mr. Skutt. Yes.

Senator Hruska. AVliat has the etfect of that law been upon this

general area?
]Mr. Skutt. I am glad that you inquii-ed into that because it is one

of the things that I did not cover in the oral statement here that was

included in the formal report to which you referred.

We already have pointed out the obvious to us, undesirability of

standardization which would eliminate innovation and additional

coverage, and so forth. But the fact remains that the National Asso-

ciation of Insurance Commissioners long ago sponsored the uniform

provisions law to which you referred.

Fortunately, that is placed as a base and not as a maximum. So, in

the regulatory requirements outlined in that law, all companies are

required to nieet the minimum. But it does not establish such stand-

ardization or strait] acketing that you cannot—if you do as we do at

Mutual of Omaha—offer more than the minimum requirement.

Senator Hruska. That would seem to apply to all lines of mer-

chandise.

Mr. Skutt. I certainly hope so.

Senator Hruska. Certainly there are tilings that should be packed

into any product that is on the public market by the way of minimums,
and then anything that is furnished over and above that is legitimate

and is to be encouraged if we are going to make any progress at all.

]\rr. Skutt. Right.
Senator Hruska. Now, one of the things that \ye can conquer im-

mediately when we think in terms of Federal legislation is this idea

of the variance of coverages and the amounts that are acceptable or

are practical in different geographic areas. Can you give us some ex-

amples of that?

]\Ir. Skutt. Well, of course the underwriting experience with a com-

pany varies by locality, and then their coverages are supposed to take.

into consideration the experience in the various areas and modify their

underwriting practices, or the policies they offer, accordingly.

However, I think on the whole. Senator, you will find that that is

not defined as greatly as it could be in a way because it is rather dif-

ficult to determine the ]n'ecise percentage of difference in the ex])ei-i-

ence in the one area, vis-a-vis another, if that is what you had in mind.

I think it is kind of like the automobile writers, perhaps, do in hav-

ing a State where they have a higher loss ratio, a higher rate of acci-

dents, and a higher expense for repair, that enters into the overall

cost.

Now there could be more i^rogress made in this zoning field, in mv
opinion, than there is now. I'm talking now of health insurance. This

]iro])ably could be improved upon because the general policy is to try

to make coverages available all over the country.
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For instance, in our case, we have coveraoes in all States of the

Union, while the underwriting department, as Mr. Hansen could ad-

vise, gets into various coverages by section depending on underwrit-
ing experience. We try to give the maximum benefits at minimum cost

to all areas.

Senator Hruska. Of course we have some Federal regulations in

many ways.
Mr. Skutt. Yes, indeed.

Senator Hruska. For example, every once in a while, Congress in-

creases the minimum wage.
'Sir. Skutt. That is right.

Senator Hruska. Does that have an impact on your business?

Mr. Skutt. Of course it does. The minimum wage, the increase in

social security tax benefits, the employer regulations, the Federal em-
ployment practices, all of those things involve extra responsibilities,

extra functions, extra expenses, and we are glad to shoulder them.

I think that they are important and I think that they are necessary,

l)ut they do end up as part of your overall operating expense.

Senator Hruska. There are other ways, and of course some of those

are covered in your statement. Other testimony that we have had has

gone into the same thing.

That is all I would have at the present time. ]Mr. Chairman.
Senator Hart. Mr. Sharp?
]\rr. Sharp. Thank you, Mr. Chairman.
Senator Hart. I beg your pardon, Sir. Skutt. We have been joined

by the Senator from Florida.

Senator Gurxey. I crept in when you were looking the other way.
First of all, Mr. Skutt, I want to cono-ratulate you on this very

comprehensive statement. I am sure it will help the business of tlie

subcommittee.
Just two or three general questions. Tlie chairman touched on this

when he was questioning, and that was this business of insuring of high
risks. Let me ask you this question : Do you exclude some categories

from your health insurance coverage completely ?

Mr. Skutt. "Well, earliei". ^Senator, we tried to differentiate between
our hospital coverage and our lo?s of time coverages.

Senator Gurxf.y. I am talking al)out Iiospitals.

Mr. Skutt. ]\Ir. Hansen here, who is our executive vice president

in charge of underwriting and product and services, will be able to

answer that more clearly than I.

Mr. Hansex. Senator, I would answer y,our question in this respect.

Our effort is to try and insure as many people as possilile. We vrould

like very much to be able to insure everyone that applies. However,
unfortunately, a few people along the way wait until they are already
sick or hurt. They wait for 50 years without an insurance plan of any
kind, and then they get sick or they get hurt, and then they seek to

purchase insurance.

Then it is as Mr. Skutt distinguished earlier. It is no longer insur-
ance. It becomes a matter of, 'T^et me give you a few dollars, and you
pick up my bills."

Xow, these people who wait until thev are under medical manage-
ment, and have prol)lems. are sort of like the fellow who has a great
roaring fire going in his house, and he calls the fire department, and
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then he says, "AVliere can I find s,ome insurance to cover my fire loss?"

There are a few that cannot now be insured because they did not

avail themselves of the opportunities along the way.

Senator Gtjrney. I would certainly understand that, and obviously,

most of us would undei-stand that it would not be fair to insure those

people to the detriment of the rest of your customers.

But that really wasn't my question. My question was are there cer-

tain categories of people in certain lines of work that you do not

insure, or
Mr. Hansen. We take people regardless of occupation on our health

care. Now, this is our hospital-medical.

Senator Gtjrney. Yes.

Mr. Hansen. Eegardless of occupation.

Senator Gurney. And that is tme of individual contracts as well

as-

Mr. Hansen. I am speaking of individual contracts.

Senator Gurney (continuing) . As well as group policies?

Mr. Hansen. That's right.

Senator Gurney. Some insurance companies don't

Mr. Hansen. We do not refuse anyone in hospital-medical field

because of occupational endeavors.

Senator Gurney. The other question I wanted to ask is—it deals

with this whole area of cost control, and I know that you have got a

good statement here. I glanced through it, but I didn't read it

completely.

I suppose if these hearings have developed any one factor, that is

the thing that troubles us more than anything else. I am sure it trou-

bles you even more than us because it is your business.

What I am asking is, are there any other suggestions as to what

can be done to l^etter get on top of cost control, perhaps as far as the

Government is concerned as well as yourself ?

Mr. Skutt. Well, Senator, I guess one of the firet things we have

to do is have health care more accessible. I think that undoubtedly

has entered into its expense.

I am talking about the availability of doctors, for example. It is

difficult to get a doctor in ports of the countiy, and then when you

do. naturally, the doctor charges proportionately sometimes to the

difficulty that he had in locating or traveling to the patient.

Now,"^I don't say this with any disrespect to the medical profession

at all, because God knows that we would have a sad situation in this

country were it not for the great progress of the medical profession.

But to answer your question, we are going to have to have more

people purveying' health care. The old rule "of supply and demand
gets in here, and I think that is one of the problems of the medicare

program. It increased the demand, and there w-as no contemporaneous

action to increase tlie supply of doctors and of nurses, of hospitals

and nursino: homes, and so forth.

Then I think there is the question ,of overutilization—I don't think

we can blame the doctors alone about so many people receiving medical

care and about overutilization contributing to the cost.

I saw a cartoon the other day of a little old lady sitting in a doctor's

reception room, and she was saying to the receptionist, "Well, if doctor
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doesn't want to see me any more, what am I going to do with m}'
Tuesdays and Thursdays?"
Well, if jioii have a combination of circumstances, excessive demand

for their services and scarcity of those providing it. I think that you
have to start there.

From then on, I think you get into other areas of responsibility.

Earlier, before you came, I believe, we put this little diagram up here.

It was done hurriedly, but it represents what we feel is a logical

answer to making some more substantial progress in this field. That
is the interdependence of the services by the Government, financing
programs of the Government, the financing by health insurance insti-

tutions, the Blue Cross service organizations, benefit societies, and
so forth, and the purveyors of health care.

If I may take a moment—I guess you weren't here, were you
Senator Gukxey. No, I did ]iear

Mr. Skutt. We feel if we can beef up the dedication and the per-
formance of all, that we can make a great deal of progress.

I think there is a foundation laid now, thanks partly to the inquiry
that is being made, the needling that Senator Hart referred to earlier,

and so forth, I think this is making us all more interested in doing a
better job.

Senator Gurxey. The financing aspect, I think blows up and aggra-
vates the abuses?

]Mr. Skutt. Yes.
Senator Gurney. I think that has been true in part with medicare.

Overutilization, and just plain overcharging, sometimes, and just
plain verj^ wasteful management.
How are we going to get on top with that ? "Wliat is the role of private

insurance companies like voure and the Government m order to get on
top of that?
Mr. Skutt. Well, I think the health maintenance organizations is a

new development and offers great possibilities. W^e are identified with
some 12 of them now around the country.
We have helped save the medical college at Omaha, one of the medi-

cal colleges, Creighton University, by raising a considerable sum, as

I think the Senator knows, to l^eep it open.
And this private medical college was about to close I think these

programs and making more people avail al^le. getting more nurses and
people in the medical profession, will do a lot to beat this problem,
Senator.

Senator Guexey. IVe discussed this problem of shortage of doctors
with one or two doctors. Have you any ideas on how to resolve that
one? I think you're right. I think there is a sliortage of doctors.

Only last week, while I was down in Florida, a friend of mine was
telling me about a friend of his who was taken to the emergency room
of a hospital, and the doctor didn't show up for 6 houi-s.

And my friend said, "I thought of going out and cashing in some
chips with a doctor friend of mine, but I was afraid to do that for

fear he might not show up when I needed him.
So, I mean, this is a real problem.
Mr. Skutt. Well, you put your finger on it right there, and I think

one of the oversights that's been made in the approach to this whole
problem by government and by insurance institutions to a certain ex-
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tent, is tlie assumption that if you have enough money avaihible, you're
going to get proper medical care. Well, that's not the whole answer.
This man you spoke of Avas well qualified, probably, to pay a reason-
able doctor's bill, but you just can't get them if there are not enough
of tliem. And I think that \^ as the No. 1 problem, rather tlian the second
problem.

I think that was something we should have been doing earlier in-
stead of increasing the demand for them, by providing more money for
health care.

Senator Gurxey. Have you or any people in your company discussed
this with medical school deans or faculty '{

Mr. kSkutt. Indeed we have, and there's a part of the exhibit filed

with our formal statement here. It's the latest report on the Creighton
Medical College, where they are reducing their curriculum, trying to
turn out doctors faster.

And we think that should be implemented around the country as
much as possible, not with the idea of diminishing the dignity or abil-

ity of doctors, but as an answer to the practical problem of getting
more doctors in the field.

And I think the AIMA has endorsed it to some extent, a reduced
curriculum. I am told that, unverified.

Senator Gurney. Ha^•e you found that this is the general trend
among other schools, or just in a small few isolated cases?

Mr. Skutt. I can't answer that. Senator. I'm not aware of the prac-

tice in the other colleges. I think I've heard, you know, discussions at

this particular medical college, that it was being looked at by many
other schools. How much implementation has taken place, I cannot say.

Senator Gurney. You know, curiously enough, I think the only rea-

son why Florida has been able to keep abreast of this doctor problem,
and we, perhaps, ha^e the most difficult one in the country at the
moment, was by Mr. Fidel Castro, down in Cuba.
Mr. Skutt. Yes.
Senator Gurney. Actually, almost to the man, at the University of

Havana Medical School, and most of them in this country and most of

them in Florida came to us, too, and are working in Florida hospitals

and practicing medicine.

Had it not been for this, I don't think we would have ever come
abreast of our problem.
Mr. Skutt. May I ask a question ? When the doctors are from Cuba,

<io they have to pass an examination in Florida before they're admitted
to the practice ?

Senator Gurney. Well, they do, although the hospitals have let

them serve in some intern capacity until they have done that. That's

not totally satisfactory, bu it is policy.

What do you think Government can do to speed up this process?

Mr. Skutt. Well, I think the Government, in addition to these loans

that can be made to these medical institutions, medical colleges, and
so forth, can continue to show interest in their curriculum, and not

with the idea of controlling medicine at all.

I think the individual opportunity of doctors to do research and to

handle their patients and so forth is a rather sacred relationship and
should be preserved.
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But on the other hand, I think the Government should follow

through as much as possible in making sure that there is prompt help

to these institutions when needed. They should make sure they're

using it properly and paying some attention to getting more doctors to

the field to help patients, and not just going into research or

administration.

Senator Gurney. One final question about this school business and

cost control, and the improvement of medical services with more per-

sonnel. I think I'm less impressed with Government bureaucracy the

longer I have any connection or acquaintance with it—the Govern-

ment. It is necessary sometimes, but sometimes it's a necessary evil.

But, on the other hand, there is a gap and, of course, we have to fill it.

And we have to have a way of doing that because we have to provide

health for the care of people". But, again, I go back to the general ques-

tion that I think insurance companies like your own, who play a very

important factor in this, and I agree with them and defend that

—

that's the best way. A partnership between private companies and the

Government.
But I must say I would feel a lot better if there was a lot more sur-

veillance and better surveillance on the part of the private companies

in the area of cost control and in the area of implementing the num-
ber of people we have in the health business, because I honestly think

if you put your resources and talents to that, you'd do a better job

than we do.

Mr. Skutt. Well, sir, we do have a responsibility there, and we've

tried to manifest interest in it, particularly in recent years.

Mr. Hanson may know of some instances or examples that would

be of interest to you to show you what we are trying to clo.

Senator GrRXEY. I don't want to take up the time for—it was more

of an observation than an^-thing else.

I do believe in tlie partnership, and I think it does

Mr. Skutt. Let me say that 1 think one of the things we ought to

do, as part of this interdependent responsibility, is to try to appreciate

the problem of the doctor, too, on a time factor.

Now, there was a time, you know, when company reports required

so much time; they had to fill out complicated blanks and all that

sort of thing, and in our efforts to try to cooperate Avith the medical

profession and try to make it easier to them, we have a direct line from
our office all over Ihe United States.

I mean, we accept collect calls from anywhere, day or night; it's a

2f:-hour service. A doctor can pick up this telephone and in Miami or

in Detroit or anywhere else and telephone our number and there's a

recording right there ; there is someone there looking after it, and he

can dictate the report on this patient right there. He can do it at the

best time for himself and at any time for us.

We are there all the time. Now, we must recognize that doctors

have a tremendous demand on their time, and one of the problems

contributing to that is so much bookwork and that sort of thing, paper-

work, but we are trying to make it easier for them. I think this has

been given widespread publicity among the medical profession itself.

Of course, when we get back, since you brought this up, we will look

at it again, because the facilities, have been functioning for about

how long?
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Mr. Hansen. About 3 years.

Mr. Skutt. About 3 3^ears, and it is real interesting—sometime,
Senator, you might want to look at it, because I tliink it will help a
lot in freeing more time for the doctors to treat the patients, rather
than to fill out reports and so forth, and to expedite the attention that
we give the claims, too.

That is one of the reasons we have it.

Senator Gurnet. The usual problem of paperwork, is what you
are saying ?

Mr. Skutt. Surely.
Senator Gurnet. Thank you, Mr. Skutt.
Senator Hart. Mr. Sharp 'i

Mr. Sharp. Thank you. Senator.
Mr. Skutt, Mr. Hansen, we appreciate—I personally appreciate the

cooperation that you have given to this staff on the study by the sub-
committee on health insurance.

Mr. Skutt, in part of the material that was furnished to the sub-
committee, there was a letter from one W. M. Moss, vice president
and chief underwriter of your company
Mr. Skutt. Yes.
Mr. Sharp (continuing). To policyholders that indicated that

premiums would have to be substantially increased because of the in-

flationary trends. This letter indicates that, because of the substan-
tial increase in premiums, the policyholder may want to accept a new-

policy design as a substitute for the same premium as the old one.

Now, obviously, this new policy particularly, affords less coverage
than the old. I am not being critical because we can understand that
your company must charge a premium high enough to cover expenses
and claims.

However, I wonder if you think, yourself, it is a good idea giving
less coverage to the consumer in face of the inflationary trends which
the letter speaks of.

Mr. Skutt. Subject to further comment Mr. Hansen may wish to

add, I'd l^ke to tell you, Mr. Sharp, what our philosophy is. We feel

that if it becomes necessary, because of excessive losses, to take some
action with respect to either increasing premiums or modifying the
coverage, where possible, we shall give the insured the choice if we
can, but we must offer him a specific program.
And I think that the instance to which you referred, the communi-

cation is one designed to make sure that the insured maintains some
kind of coverage if he or she desires it.

Mr. Hansen may wish to supplement that answer.
Mr. Hansen. 1 have nothing to add.
Mr. Sharp. Along the same line, a memorandum contained in a

group division claim manual which your company furnished to the
subcommittee concerning the conversion privilege—the privilege that
one has to convert from a group employer policy when he leaves the
company to an individual policy.

It is indicated that the maximum room and board which should be
written under the conversion policy, would be $25 a day, whereas
the group policy provided for the per diem to be a semiprivate room
which we understand could be more than $50 a day in benefits.
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Now, how realistic is this type of coverage when the average daily

hospital room rate is close to $100 today ?

Mr. Skutt. Well, of course, the ob'jective should be to try to meet

the cost of care even though it rises in such high percentage. The pro-

gram that you talk about is a conversion program that we have for

those whose group insurance terminated, if I understand correctly,

because they "have left the employer or retired, or for some other

reason.

Mr. Sharp. That is right, sir.

Mr. Skutt. And we then have to operate on the sort of coverage

that can be offered on a prudent basis for their new category or classi-

fication. We would hope that we would be able to offer them as much
as possible to help meet costs, and I do believe. Counselor, that we
offer some more than $25 a day. I'm not sure. Mr. Hansen could verify

that.

Mr. Hansen. We certainly do offer more than $25 a day. Any man
coming off of a group program has an option of buying any package

of insurance that we have marketed.

Let me ask I^ir. Sharp if I understood his question correctly.

Mr. Sharp, you said, "How realistic is it to offer a lower bracket

at average cost or about $100 a day ? "

'

Mr. Sharp. No, sir, no, sir. "\Vliat I am getting at is the maximum
room-and-board benefit which can be written under the conversion

policy is $25 a day, and the average daily hospital room rate, aj^cord-

ing to the American Hospital Association last year, was $97.

Mr. Hansen. Mr. Sharp, somewhere, your figures and mine don't

agree.

Mr. Sharp. The $97 which is average rate per diem per patient for

inpatient hospital care.

Mr. Hansen. Now, we are together, but there is a difference between

the daily board and room allowance under the policy and the average

per diern amount paid under the same policy. For example, that policy

which you are talking about, and I am not familiar with the particular

item, could very well provide for another $50 a day in miscellaneous

charges so that the average per diem payment under the policy, com-

paring it to the figures that you used on the other and could well be

$100.

Mr. Sharp. To clear this up, this is taken out of "Group Division

Claim Manual Audit, Group Conversation, May 1970," page 1. I am
quoting. "Please refer to the attached underwriting rules and rates

applicable for both ^.lutual and United"—I take it United is a sub-

sidiary. "At this time, the maximum room and board benefit which

can be written is $25."

Mr. Hansen. That is under the conversion privileges, but again, a

man could buy, if he wanted to, he could buy anything else that we

offer.

?ilr. Sharp. If he is insurable. 'Wliat if he is not insurable ? What if

he has a medical impairment?
Mr. Hansen. If he is not insurable, he is guaranteed the $25 a day

board and room.
Mr. Sharp. Senator Hart received a letter from a person in Ohio.

This is not, concerning your company, but just to get at the general

problem here. In this letter, this person states

:

90-319—73—pt. lA 44
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Several years past, I had a coronary where considerable expense was taken

care of through the insurance policy of the corporation where I was employed.

I recently retired and no lf)nger have the full benefits of a corporate program

as when I was actively employed and further had to pay approximately $600 for

a medical policy whose benefits were far less than that which I had enjoyed

while actively employed. This, too, does not seem equitable but is somewhat
beyond the point.

And then he goes into the problem of not being able to collect from

this particular company.
But in another letter received from a person in Arkansas, May 26,

this person says, "I worked for 8 years before I became ill." She has

lymphosarcoma, which is a form of cancer, and had a group policy

which she says she had to use to pay for it, but when she had to convert

it to an individual policy, "they sent me a little surgical policy not

worth anything to me at all. Things were cut to practically nothing.

And I would have to be a surgical patient for it to pay even that. Of
course, no other company will insure me and" * * * X company * * *

"knows a surgical policy is no good to a person with lymphosarcoma."

"I wrote to them and told them I thought I should have the same type

policy as 1 had before I became ill, but it didn't do any good."

Do* you have any comment on the person retiring or being ill and
leaving that company who has had good group coverage benefits and
now has to pay $600 a year or more ?

Mr. Skutt. Mr. Sharp, I think the insurance institutions will be

happy if the employer's program continued the benefits after retire-

ment' if they can persuade them to do that—that could get into cost

factors on premiums paid by the employer. I do think that that would

be a desirable objective, and I believe that some of them are trying to

bring up their group programs to do that and I am sure the insurance

institution will be happy to cooperate.

Mr. Sharp. We heard testimony yesterday, Mr. Skutt, from a com-

pany that indicted that the coordination of benefits plans, of the large

group companies excluded his company from the marketplace. And
in one of your submissions on the subject of coordination of benefits,

it is indicated that the reasoning behind this is that people should not

make a profit because of sickness or accident.

Novr, the thing we are wondering about is whether or not in your

coordination of benefits plan you permit coordination in such a man-
ner as to allow payment of 100 percent of the expenses incurred by the

policyholder for an illness or accident, or does the consumer end up
with two or more policies still having to pay out of his own pocket for

the expenses incurred ?

Mr. Skutt. That is specifically a question for Mr. Hansen because

that is in his field of supervision.

Mr. Hansex. We sure can get into some knotty problems sometimes

in connection with coordination of benefits because you get into ques-

tions such as who is the primary carrier and who is the secondary and
this sort of thing.

However, let me comment this way : Assuming that both programs

were going—would go together to constitute one reasonably sized pro-

gram in the very beginning, I would say that the purpose of coordina-

tion of benefits clause is not to put the policy OAvner in a position where
ho must spend out of pocket.
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The purpose of the coordination chiuse is being toda}' is to preA'ent

people from going to the hospital, staying there for unreasonably long

periods of time, utilizing facilities that are not necessary simply be-

cause they are making a profit and taking money home in their pocket

by overutilization.
" The purpose of the clause, then, as far as I am concerned is to pre-

vent that, and certainly it is not designed at or aimed at making the

policyowner pay out of pocket. Now, it might happen if both policies

were very small policies.

Mr. Sharp. As I understand the concept, I think—please correct

me— you have a concept in the health insurance business called the

"allowable expense," and what constitutes allowable expense. And most
policies contain an 80-percent co-insurance clause, meaning that 20

percent of the expenses are going to be picked up by the patient. Is

that true, basically ?

Mr. Haxsex. Yes, patient.

Mr. Sharp. Yes, sir; and some policies have deductibles. Is that

true ?

Mr. Hansen. Yes.

Mr, Sharp. Some have waiting periods, 1, 2, 3 days; is that true?

Mr. Hansen. Yes.

Mr. Sharp. Xow, doesn't this place a burden on the patient ? I think

there is much overutilization of the most expensive facility, the hos-

pital, but isn't there being placed by those co-insurance provisions,

deductibles, waiting periods, a burden on the patient ? He has to bear

some of this.

Mr. Hansen. I don't believe it poses any particular burden to him.

And in most instances, as it relates to some of the things we are talking

about, the customer makes his choice, deductible. AVe otter

Mr. Sharp. I didn't hear you.

Mr. Hansen. I say, in some instances, the customer makes the choice.

For example, we offer policies that have no deductible. AVe offer poli-

cies that have $50, $100, and $150 deductibles, and these all serve to

bring the price of the coverage down. Now, if the man decides that he
only wants to spend so much money, he may decide to use a deductible.

Mr. Sharp. In group insurance policies, the individual, the em-
ployees, of course, that (a deductible) is subject to the bargaining
arrangement between the union and management. Is that true in a
group policy, normally, the employer-employee relationship

Mr. Hansen. I suppose, basically.

Mr. Sharp. And even in individual policies, in order to keep the

so-called claim cost down, we had an insurance company here this

week that stated that we need coinsurance and we need deductibles in

order to keep the claim cost down, and to keep the premiums down, so

that the buyer can afford the coverage. Is that basically the philosophy ?

Mr. Hansen. I would disagree with that and I think our company
would disagree with that.

yiv. Sharp. Do 3'ou offer

Mr. Skutt. There are some cases where the insured might prefer
to take care of his own liability for the first $100 or $300 or $500 rather
than pay the premium that that policy would require by not having
the deductible, and if that would help him carry some coverage, which
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he should have, by offering that sort of a program, I think it is desira-

ble, counselor, to pay respect to his wishes.

Mr. Sharp. Now, I am not quarreling with this. I am just trying to

understand how the system works here. Let us assume I have a $1,000

medical bill, and there is an 80 percent coinsurance clause. Because I

want a major medical policy, let us say, and a comprehensive plan, the

premiums of both together, according to information furnished by the

insurance industry, could be as much as a thousand dollars a year. And
perhaps I am earning $9,000 a year like 60 percent of the American
families, and maybe I cannot afford the $1,000 premium, so I would
want to opt for a coinsurance provision and perhaps a deductil^le help-

ing me save the premium up front. I will worry about the out-of-pocket

when the catastrophe strikes. Do you believe that we should be finding

ways to help consumers, these patients, eliminate these financial, and
other barriers that may be preventing them from seeking early and
comprehensive medical treatment? Do you feel that way, Mr. Skutt?

Mr. Skutt. I certainly do and I think that is what this is all about.

And I think we are making progress, and if we can get these costs

under control, that is going to take care of a good share of the problem

in the premium because that is what is entering into the premium—
the risk involved, and when you have these excessive or inflated costs

for medical care, you are going to have to charge more per premium.

So I agree with you, sir.

Mr. Sharp. So based on your coverages, for examples, and again, I

am not quarreling, out of a dollar, let us say, I guess you would pay
Imck about 70 cents in benefits, which is rather good compared to quite

a nmnber of other individual companies ?

Mr. Skutt. Yes.

ISir. Sharp. So I would like to just see here, with this point, do you
feel it is the doctor or the patient who controls the utilization of medi-

cal facilities in this country and their costs? "Wliat is your general feel-

ing on this? Do you think'it is you or I, as a patient, or the doctor?

Mr. Skutt. The patient or

Mr. Sharp. Yes ; after the initial office visit.

Mr. Skutt. Well, I suppose both have something to do with it. The
doctor fixes the charges and the patient pays them or tries to have

them paid and is responsible for them so I clon't know whether there

is much room for negotiation on those things or not, but again, that

gets back to the availability of m.edical care and the cost factors enter

into it.

Mr. Sharp. Is it not really the doctor, though, who decides whether

the patient goes to the hospital, the most expensive treatment or re-

ceives less expensive treatment on an outpatient basis, ii possible ?

Mr. Skutt. I think for the most part, it is, and I pointed that out,

I believe, in the statement earlier, that the doctor says when the patient

goes to the hospital.

]\Ir. Sharp. So you agree, then, that the doctor decides if a patient

can be discharged, or goes to a nursing home, or an extended care fa-

cility, and it is the doctor who really selects the laboratory tests, and

prescribes the drugs for the patient. You would go along with this?

Mr. Skutt. Well, I think you have covered quite a bit of territory

there. I do believe that the patient might be able to persuade the doctor

if he wanted to go home or go to a nursing home instead of staying in
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an expensive hospital, and say, "Well, doctor, don't you think I've

reached the point where I can go ?" rather than waiting for the doctor

to say it to him himself.

I mean, it is a joint decision. The final decision rests with the doctor,

of course, because if he says, "No; you can't leave without imperiling

your health," why, then, the patient will stay.

Mr. Sharp. Of course, if there were no extended care facilities avail-

able, or home care equivalent to the expensive in-patient hospital care,

I suppose the doctor would keep the patient there. What do you sup-

pose, if they could not get the care at a less expensive facility ?

Mr. Skutt. I think you are putting your finger on something that

could be a contributing factor to improvement of the situation, more
utilization of outpatient care, extended care facilities rather than the

hospitals themselves.

Mr. Sharp. So really, the point I'm getting at here, how can de-

ductibles, coinsurance really control the utilization of costs when they

are imposed on the patient when it is the doctor reallj^, for the most

l)art I should say. who controls tliese costs ?

]Mr. Skutt. Would you repeat that ? I could not hear you.

jMr. Sharp. How can. then, deductibles, coinsurance, Vv-aiting periods,

et cetera, control health service utilization or their costs when placed

on a patient, because it is the doctor, really, who controls, for the most
part, medical service utilization and their costs.

Mr. Skutt. Well. I don't say that they can and I don't know whether
anyone has asserted that they could, and the company's relationship

with the doctor is not on a contractual basis, but it is with the patient,

with the policyholder.

Now, if the policy has some deductibles in there on a reasonable

basis—I am talkingabout those that don't leave any protection. I am
not talking about reasonable provisions, that the patient has a little

more incentive than perhaps in encouraging the doctor to let him go
lie would if the company is going to pay all of the bill instead of, say,

80 percent of it.

He has got a little more incentive to say, "Well, doctor, don't you
think the time has come for me to leave you?" Is that clear? My point

is that the insured has some interest in it whether it is a deductible or

coinsurance.

Mr. Sharp. Well, he has an interest in it, but can he really exercise

tliat interest? Can he really, if he is seriously ill in a hospital, and not

just resting there, can he really exercise it? Do you have any opinion

on that?
Mr. Skutt. Well, of course, if he is that seriously ill, he is going to

have to have his hospitalization and medical care.

I thought we were talking about those areas where improvement

could be made now in reducing the utilization of hospital facilities by
having people who didn't have to be in the hospital not stay there just

because they wanted to or because the doctor hadn't released them.

Mr. Sharp. Do most of your policies give payment to the hospitals?

Mr. Skutt. Direct to the hospital, did you say ?

Mr. Sharp. Yes.
Mr. Skutt. Payments, no. I believe our policies all pay direct to the

insured. Now, where the insured makes an assignment to the hospital,
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we recoo^iize the assignment, but the policy contract is exchisively

between the insured and Mutual of Omaha.
Mr. Sharp. Therefore, your company has basically no legal rela-

tionship with the doctors or hospitals—like the Blue Cross or Blue

Shield do?
Mr. Skutt. No. but we recognize the collateral responsibility, Coun-

selor. Our people keep in touch with the hospitals and doctors, and in

cases where it looks like something could be done to improve the situa-

tion, we make an effort to do so. That gets pretty close to this reha-

bilitation aspect of our operations that I mentioned earlier.

Mr. Sharp. Well, out of every 100 claims that your company paid,

for example, in 1971, around how many would you cut back because of

unnecessary doctor fees or hospital utilization ? Do you have any fig-

ures on that? Do you have any idea out of every 100 claims?

Mr. Hanson. I wouldn't be able to guess for you. We have not com-
piled that information because we handle it on a per claim basis. When
we see a claim, in the ordinary course of handling, that seems to indi-

cate overutilization or overcharging or this sort of thing, we handle

that particular item at that particular time and we go to medical

societies, to review groups, to the sources that are available to us, and
try to get those abuses taken care of.

We do go to the hospitals and visit will them. I couldn't give you the

answer to how many out of 100. 1 don't

Mr. Sharp. Well, according to the statistics you submitted to the

subcommittee, you received somewhere in the neighborhood of 800,000

claims last year. How many adjusters or how many claims people do
you have reviewing 800,000 claims—how many adjusters per claim?

Do you have information on that basis ?

Mr. Hanson. We certainly do ; but you have to remember that one
claim may be reviewed several times in the course of its development
and I can give you the employee count with relationship to the number
of claims. I'll be happy to give you that.

;Mr. Sharp. Would you give us the administrative cost per claim for

this type of review you are undertaking? We would appreciate it if

you could submit for the record

Re Mutual of Omaha—Response to Inquiry of Mr. Dean Sharp Transcript,
Page 806, Lines 2-4.

In response to the request of Mr. Dean Sharp. Committee Subcounsel, the
following information on arlministrative costs is submitted

:

For the year in question, 1970, our administrative cost per claim check i.ssued,

exclusive of group insurance, was $9.06. This figure includes all items of expense
chargeable to the administration of claims.

In the consideration of this expense factor, it is important to remember, as
indicated in previous communications, that the Company's system of claim file

development and processing results in a conservatively stated total of claims
received.

It is important, too, to realize that this expense factor applies to all kinds of
claims ; that is, loss of time, accidental death, hospital, surgical, medical, etc.

While we do not have the administrative cost per claim broken down by kind of
claim, it is evident that such cost per hospital, surgical or medical expense claim
would be considerably lower than for loss of time or accidental death claims.

Finally, it should be borne in mind that the overall administrative cost of
Mutual of Omaha is. year after year, among the lowest of all companies in the
field. In 1970, for example, Mxitual of Omalia's adminifitrntive costs were 35.2%
lower than the combined average of the other major companies in the individual
health insurance field who file such detailed data with insurance regulatory
authorities.
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]Mr. Hanson. We will see Avliat we can do.

]Mr. Sharp. We can communicate with you later on this.

Mr. Skutt. I will be happy to look into this and give you any figures

we have on it.

]Mr. Sharp. I will assume you have heard of Dr. John Knowles?

Mr. Skutt. Yes.

:Mr. Sharp. He is the new head of the Rockefeller Foundation,

formerly the head of the Massachusetts General Hospital, Boston, a

medical doctor himself.

Now, he said recently that doctors are making a killing m this

country. Let's see, I'll quote exactly. Knowles said that "30 to -10

percent of American doctors are making a killing in their practice of

medicine and that incredible amounts of unnecessary surgery are

going on."

He says, "Unnecessary surgery is being done.'' Several "studies have

shown wide differences in rates for surgery among people living

within similar regions of this and in England. Also, he said, health

maintenance organizations like Kaiser-Permanente in California that

offer prepaid care need six general surgeons per 100.000 population,

whereas the country at large supports 13 general surgeons for 100,000

people on a fee-for-service basis."

In using the phrase "making a killing," though, he said he did not

mean a specific income level. Instead, he said, "some doctors earn sal-

aries well above $50,000 by virtue of excessive charges for use of tech-

nology such as laborator3% X-ray, and surgical equipment that a hos-

pital generally buys for specialists."

Do you have any comment on tliis? What's your reaction to that

kind of a statement by a prominent doctor like this?

[From the Evening Star, Washiugton, D.C., Mon., June 5, 1972]

"Longstanding Feud"—Kno\\t.es Facing Eebukb on Ethics

(By Lawrence K. Altmaii)

New York—Massachusetts Medical Society officials, in a move made rarely

during the organization's 101-year history, are expected soon to censure Dr. John
H. Knowles, who is due to become president of the Rockefeller Foundation here

July 1.

The society's Committee on Ethics and Discipline said in a report that Knowles,
who formerly directed Massachusetts General Hospital, had "acted in a manner
unworthy of an honorable physician"' by repeatedly declining to document to the

society cliarges he had made publicly.

Knowles has said that "30 to 40 percent" of American doctors "are making a

killing" in their practice of medicine and that "incredible amounts of unnecessary

surgery are going on."
earlier controversies

Knowles also has been involved in national political controversies.

In 1969, he was denied the nomination as Health. Education, and Welfare as-

sistant secretary for health and scientific affairs, the government's top medical

post, after a five-month hassle in which the American Medical Association was
credited with blocking his appointment.
The society said "that Dr. Knowles has done a disservice to the medical pro-

fession and to the laity by these general accusations in the public media and has

in a sense tarred all his "fellow practitioners with the '30 to 40 percent' brush."

Knowles said in a recent interview here that he was applying for a medical li-

cense in New York state. Officials said a censure was unlikely to influence such an
application.
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Intellectual Digest published Knowles' charges in its February issue. Knowles
said lie had repeated the message in newspapers and on television programs in

Boston.
didn't appear

But because Knowles declined to appear before the committee, the seciety said

it '"cannot confirm or deny Dr. Knowles' statements because he was provided no
data to support his comments and no references."

Further, the report said, there is "no knowledge of Dr. Knowles having ever
brought a specific charge of wrongdoing by any particular physican to any com-
mittee of the society with appropriate documentation."

Dr. Thomas Gephart, medical society secretary, said in an interview from
Boston

:

"It's his method. We're not saying that he's wrong in what he says—it's that

the way he did it is not in the best interests of the profession or the public."

Knowles said his refusal to discuss the statements with the society reflected

a longstanding feud over several issues, including regional medical programs and
compulsory membership in the AMA as a requirement for joining local medical
societies.

Knowles emphasized that "70 percent of the doctors in this country are doing
a fine job under very trying conditions, but I stand with the 30 percent figure. It's

an estimate obviously because there's no way I can prove the figure."

Knowles said his estimate was based on several points—none new—that have
been made in a variety of medical publications and are the basis of many heated
debates on the complex socio-economic issues of medicine.

Unnecessary surgery is being done, he said, citing the fact that studies have
shown wide differences in rates for surgery among people living within similar
regions of this country and in England. Also, he said, health maintenance orga-

nizations lilve Kaiser-Permanente in California (that offer pre-paid care) need
six general surgeons per 100,000 population, whereas the country at large sup-
ports 13 general surgeons for 100,000 people on a fee-for-service basis.

Some doctors have said that such statistics reflect the fact that too few op-

erations are done in England and in some areas of this country where doctors
are scarce. But Knowles contended that the statistics showed too much surgery
is being done.

In using the phrase "making a killing," Knowles said he did not mean a specific

income level. Instead, he said, some doctors earn salaries well above $50,000 by
virtue of excessive charges for use of technology such as laboratory, x-ray and
surgical equipment that a hospital generally buys for specialists.

Mr. Skutt. I haven't seen that statement by Dr. Knowles. As I

answered you earlier, I haven't heard it, but as far as the charfjes "in

making a killing" and so forth, in the medical profession, as he de-

scribed, I don't think that the doctors should be faulted for render-
ing the great service they have rendered.
Kow, if, because of a shortage of doctors and the fact that they

sometimes have to work around the clock to respond to the calls they
have, that they are making more money than somebody thinks they
should, why that's something else. But you are never going to get at

the root of this problem. Counselor, until you have more doctors, more
facilities, more people rendering medical and hospital care, and then
the cost will take care of itself as it has in everything else in this

country.
Mr. Sharp. Well, do you feel that part of this problem could also

be the result of the type of casual attitude of the insurance companies,
just paying claims, really not getting at the cost of these claims?
Mr. Skutt. If you can visit our place, and you are cordially invited,

right now, sometime, if you would like to stop over in Omaha and talk

to some of our people, you will find that there is no casual attitude

taken with respect to our responsibilities to policy owners.

We have made an enviable record in that field and we consider

as part of that service, cooperation with the policyholder on any



1241

matter which looks like—whore it appears that he is not being treated

fairly.

XoV, on the other hand, we cannot usurp his prerogative. "\Ve

cannot move in and talk to and tell the doctor that he is not treating

this patient right, because this patient has a policy—we can try

to cooperate with respect to controlling the cost, and we do that.

I mentioned, earlier, the telephone service that we have for the

convenience of doctors, and by reason of that we have established

a relationship with the medical profession, that and other things that

we have done.

Our organization was founded by a doctor, a student at Creighton

Medical College, Dr. C. C. Criss.^ Later there was associated with

us as a director and chief medical consultant, the late great Dr.

Charles W. ]Mayo, the last Mayo connected with Mayo Clinic. This

Dr. Mayo was accidently killed about 3 years ago, and he, as JNIr.

Hanson'has stated has been active in helping us work with the profes-

sion, and we think we have done as much as any insurance institution

in the country in endeavoring to meet these problems you discussed.

Mr. Sharp. You mentioned Dr. Charles Mayo ?

Mr. Skutt. Yes.
Mr. Sharp. Did you have—was there another Dr. Mayo associated

a few months ago with your company ?

Mr. Skutt. Yes ; that's right.

Mr. Sharp. I think he has resigned. Is he a member of the board ?

Mr. Skutt. No. Never was. No. He was with us just a short time,

because he was the son of Dr. Charles W. Mayo and we had him work-
ing with us for a time. He was with us about
Mr. Sharp. He resigned, did he not?
Mr. Skutt. Well
Mr. Sharp. I think he issued a statement, did he not, about the

quality and quantity and type of care in this country and that he

supports a different type of restructuring or different from which
you
Mr. Skutt. Yes. I think he has—he left the Mayo Clinic. You know

he is not identified with the Mayo Clinic at all, and I believe he is

putting in his time on social programs.
]\Ir. Sharp. Now, about 90 percent of the premium dollar, let us

say, as to group and in your company, TO percent as to individual

policy premium dollar is being passed on as paying for the medical

costs, right—for the underlying hospital and medical costs?

Mr, Skutt. Yes.
Mr. Sharp. And we speak of competition among the insurance com-

panies as increasing efficiency', or, as you would say, the company's
premiums are made up of these costs, the 70 percent and the admin-
istrative costs of 30 percent.

Now, you would admit, and I think you have, that competition is

not working with respect to doctors and hospitals. In fact, it is driving

up the cost.

Just how does this competition among the insurance com.panies

—

how is it going to affect this doctor and hospital service cost? How
is it going to drive these costs down—competition among individual

insurance companies? How is this going to drive down the underlying
doctor and hospital costs?
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Mr. Skutt. I think it just lias ; competition in the insurance field has

been beneficial. But, you know, there are about 2,000, more or less,

companies in the field', and I think it has put each company on its toes

a little more to do a better jo]>, and, perhaps, to give more protection

for the money, at least our ortranization has made quite a record in the

field, and I think we made a better record because we have competi-

tion than we would if we had not.

And I think that as more doctors are qualified and available, that

you will find that your margin will be favorably affected.

Mr. Sharp. Xow, you Avere kind enough, and we are not going into

names, of submitting to us your three largest group cases. And we
could not help but notice the rate increases since 196T in these group

cases. In your largest case here, you had a rate increase in 1967 of 5

jjercent; in 1968, 10 percent; 1969, 3 percent; 1970, 15 percent; and

1971, 8 percent.

You have another case here : 1967, 45 percent rate increase, none in

1968, 8 percent m 1969, 10 percent in 1970, 25 percent in 1971, nothing

in 1972.

And the pattern seems to be not only in your company, but most of

the 20 largest group carriers that we Avrote to asking for their various

rates, and it seems to indicate that what the insurance companies are

doing is passing these costs on to the consumers, taxpayers, through the

employers.
We are really not getting at the problem, are we, of controlling the

utilization and the cost of doctor and hospital care ?

Mr. Skutt. Well, counselor, I think, Avith all due respect, most of

your interrogation should be directed to the purveyoi-s of hospital and
Inedical care, rather than to insurance institutions who are endeavor-

ing to help finance it.

Mr. Sharp. I can't hear.

Mr. Skutt. I say that I feel that your questions are more appropri-

ate for those who are engaged in providing health and hospital and
medical care, than they are to us who are engaged in financing it.

We are doing the best we can, and the records show we are doing
the best job in the country of meeting the needs of this by individuals

and families.

And as far as getting at the exact reason as to why some of these

costs are excessive and, therefore, you have to charge more premiums
for the coverages, I think you get back to this diagram that we offered

you here. There is going to have to be more liaison, more coordination,

more understanding between the purveyors of health care and those

who finance it.

Mv. Sharp. But you are an insurance company, sir. You are the

middleman between the purveyors and the patient. Is that not true ?

Mr. Skutt. We finance it. We help with the financing.

INIr. Sharp. You are financing and assisting, right ?

iSIr. 'Skutt. We are helping finance it. That is right.

JMr. Sharp. You are helping to finance it. The Government has an
in|)ut, and other forms, programs have an input.

Now, if this is the case, you are financing it, should you not be trying

to use some of this financing leverage to control the underlying costs

of the providers ?
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Mr. Skutt. Yes, we have been doing that. I thought our record

showed that. We are getting into the very root—trying to have more

purveyors avaiLable and trying to do our part in bringing that about.

And we do have liaison with the administrators of medical care, and

the doctors, and the hospitals, and so forth.

And in these conversations that I have referred to. that take place

on this phone sei-vice that we have had recording our people, our

medical department, as well as our underwriting department and so

forth, are constantly endeavoring to improve the relationship between

the patient and the doctor so far as charges are concerned, where we
can do it properly.

Re Mutual of Omaha—Addenda to Comments of Mr. V. J. Skutt Transcript, Page

813, Line 7

In response to questions of Mr. Dean Sharp regarding efforts to control under-

lying costs of providers (of health care).
' The Executive Committee of the Board recognized the responsibility of our

own organization to help control costs by preventing fraudulent, unethical or

unprofesional conduct as early as 1957 when they authorized organization of

the Special Services Division effective July 1, 1957. Since its inception, the

Division has been under the direction of our General Legal Solicitor, w^ho served

as a Special Agent of the Federal Bureau of Investigation prior to joining our

organization.
Among the activities of this Division from its inception are the following

:

1. Personal contact with individual providers in case of obvious overcharges or

fictitious charges to eliminate such practices and to effect restitution of monies
wrongfully paid.

2. I'ersonal contact with institutions in cases of irregular practices or over-

charges with review of pertinent hospital records and personal discussion with

individual staff members to eliminate such practices and provide for restitution

of monies paid when appropriate.
3. Cooperate with Federal. State and Local Law Enforcement Agencies or Ad-

ministrative Agencies.
4. Investigate and take appropriate action on any irregular or improper

field activity.

This Division has worked diligently through the years to cope with problems
including falsified and exaggerated claims from all sources as a part of its

routine and regular procedures.
The efforts of this Division have been substantial in controlling provider costs.

Mr. Sharp. "Well, have you ever tried—has your company ever

tried to renegotiate contracts with hospitals, like Blue Cross does
with hospitals, in very large cases or group policies? Have you ever

attempted this ?

INIr. Skutt. Yes. We have had relations with hospitals—I can't

name them right now. That would be a matter for our claim depart-

ment. But we could furnish you some information on that.

And getting back to your question on group insurance, we could
furnish you some information on our cost studies, our efforts to help
control costs, ]Mr. Sharp, in the group area. And if you care to have
some more material from us, I will see that we can get that to you.

Mr. Sharp. Perhaps you could submit some examples of negotiated
contracts, where you have actually negotiated a contract with a hos-

pital or a group of doctors.

]Mr. Skutt. Yes.
]Mr. Sharp. That would be ^ery helpful, sir. We would appreciate

that.

Now our understanding is that you are a mutual insurance company.
Most people have a lot of difficulty understanding the difference be-

tween a mutual and a stock company.
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What is basically mutual insurance company ?

Mr. Skutt. Well, of course, a mutual insurance company is an

insurance company which is owned by its policy owners. The reserves

maintained, in keeping with the statutory requirements, are reserved to

meet obligations to those policy owners.

And a stock company is a company that is owned by stockholders.

It has an obligation to meet its contracts of policyholders, but it is

owned—the company itself is owned by the stockholders.

Mr. Sharp. You were also very kind in that you submitted to this

subcommittee data showing the percentages and amounts of loans

to hospitals facilities, convalescent homes, medical buildings, and
other health facilities, which shows that over a 6-year period that

your company has loaned, at various rates of interest, to some hospitals,

and as I said convalescent homes, et cetera, some $2i/4 million a year.

This comes out, based on the amount of invested assets and cash

you have, as less than one-half of 1 percent.

If you are interested, as a mutual insurance company, in the welfare

of the mutual policyholders, and you are attempting, as you say, to

have their interest at heart, as far as health care is concerned, and
you are attempting to promote the care that you mentioned through

loans and other things you are doing to control some of these costs,

how do you explain such a low rate of investment in health care

facilities ?

Mr. Skutt. Well, I don't happen to have an investment officer with

us this morning, and I am not familiar with the applications that have

been received for loans.

I would doubt that there have been any applications received for

financing of any hospital or medical facility that we have had, that

we have turned away without a careful examination of it.

I do know that in a Creighton facility, the new hospital and so on,

that has been discussed here earlier, that we are involved—totally

involved in that, and another, Clarkson Hospital, and—up there in

Omaha, we made a substantial loan and we made substaiitial loans

around the country, and I am sure that we will give due consideration

—

our investment department—to any other demand of that character.

Mr. Sharp, Well, I mention this, because you indicated that was a

good idea for the Government to make the loans, you know, to build

schools and what have you.

Mr. Skutt. Yes.
Mr. Sharp. And since you don't have stockholders, you do have

mutual policyholders who control the company, you are almost in the

same position as government, in essence.

Mr. Skutt. Something we don't have is a taxing power. We do not

have taxing power and that makes quite a difference.

Mr. Sharp. But you do collect premiums ?

Mr. Skutt. That is right. That is all on a voluntary basis. It is not

a mandatory business.

Senator Hruska. Mr. Sha rp, will you yield on that point ?

Mr. Skutt, as a matter of fact you do have taxing power, but it is

applied only to those to whom you have contractual relationships

through policies. Is that not correct ?

Mr. Skutt. Except that is optional with the insurer. I do not thinlc

it is optional with the taxpayer, Senator.
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Senator IIruska. That is right. It is a vohmtary rehatioiiship, but

if yon were called upon to lend the money at less than the market
rates, for hospital and medical facilities, it ^yould not be the taxpayers

at large, over the country, who would do that, it would be those

individuals.

You would be spending the money accumulated from those indi-

viduals with whom you had entered into voluntary contractual

arrangements.
Mr. Skutt. Exactly.
Senator Hruska. Now, if all of those members would have access

to the hospitals you favored by money rates less than the market,

that would he one thing. But if you would be furnishing that type of

money at a lesser cost than the market value, and other companies'

voluntary contractual contractees would get into that picture, that is

something else again, is it not ?

Mr. Skutt. Exactly. Right. And j^our investment return is very

important in filling out the obligations to meet them.

Senator Hruska. To spend the money, either the surplus or the

reserve of your policyholders to give away to medical and hospital

facilities, would not be a favor to those policyholders ?

Mr. Skutt. That's right, sir. Right. That's a good point.

We have the fii-st responsibility of the funds, and we must show a

reasonable return.

Senator Hruska. And furthermore, would the insurance depart-

ments of your States allow you to lend money for less than the market
value of money at any given time ?

Mr. Skutt. I doubt they would, Senator. At least, we'd lay our-

selves open to great criticisms if we did not invest the funds of the

policyholdei's piTidently with an adequate return.

Senator Hruska. It would be a gift of money, and that money is

not yours, that money belongs to your policyholders.

Mr. Skutt. Tliat's right.

Senator Hruska. And there are some rather stringent statutes, are

there not, governing investment of funds and what they can be in-

vested in and what they cannot be invested in ?

Mr. Skutt. Absolutely correct.

Senator Hruska. Thank you, counsel.

IMr. Sharp. Along that line, you loaned money, for example, in

1970, for a medical office building at the rate of 8 percent; mortgage
bond loans, for example, to build a hospital in Lowell, Mass., in 1971

;

914 percent rate of interest, and in Omaha, I^ebr., there's a bond with
your company—I guess that's correct—to build a hospital, at 10 per-

cent rate of interest. Do you feel that these interest rates are below
market?

INIr. Skutt. I couldn't answer that, counselor, without looking at the

figures and having the advice of our investment department people.

jSIr. Sharp. Senator, I just want to introduce this sheet of figures

that was provided by Mutual of Omaha into the record.

Mr. Skutt. And may I have the privilege of filing any explanatory
data that our investment department may feel is pertinent?

(Material follows. Testimony resumes on p. 1256.)
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Memorandum

Subject: Statement of Mr. V. J. Skutt, chairman of the l>oard. Mutual of Omaiia
Insurance Company, Omaha, Nebraska.

On lines 13/20, page 815, Mr. Sharp inquired. "If you are interested :is a

mutual insurance cimipany in the welfare of tlie mutual policyholders, and you
are attempting, as you say, to have their interest at heart, as far as health care

is concerned, and you are attempting to promote the care that you mentioned,

the loans and two other things, that you try to control S(>me of these costs,

how do you explain hhcIi a low rate of investment in health care facilitJes?''

Also, on lines 19/25, page S18, continued on line 1, page 819, Mr. Sharp stated

and inquiretl, "Along that line, you loaned nicmey, for example, in 1970, for a

medical office building at the rate of 8 percent : mortgage bond loans here, for

example, to build a hospital ii:; Lowell, Massachusetts, in 1971, 9M percent rate

of interest ; and, in Omaha, Nebraska, there's a bond with your company—

I

guess that's correct—to build a hospital, at 10 percent rate of interest. Do you
feel that these interest rates are helow market?''

On lines 1/3, page 820, Mr. Skutt said. "And may I have the privilege of

filing any explanatory data that our Investment Department may feel is

pertinent?"
In order to provide an answer to the questions raised by Mr. Sharp, we believe

it is necessary to summarize the investment policy of the Company which we
will attempt to do as briefly as possible, as follows :

It is the investment policy and objective of United Benefit Life Insurance
Company (an affiliate of Mutual of Omaha which owns the investments referred

to on page 818) to invest its available funds at the highest possible i-ate of

return, commensurate with the investment risk involved. Because most funds
invested are for required reserves for our life insurance policyowners, it is our
objective to make investments secured l)y good to prime quality credits as

determined by our analysis; we avoid above-average risk investments. We
received and also seek investment oflfei'ings from many different sources and
consider all those offerings which meet our investment policy and objectives,

including those in the Medical and the Health Care field. We substantiate the

statement of Mr. Skutt beginning at the bottom of page 815: "I would doubt
that there have been any applications received for financing of any hospital

or medical facility that we have had. that we have turned away without a

careful examination of it." The fact that this type investment is a small per-

centage of our investment assets can be attributed to the small percentage of

these type investments available related to all other type investments, and also

to the fact that some of those which are available from time to time do not meet
our investment policy, either as to investment quality, maturity, call protection

or rate of return.

It is not the policy, practice, or intention of our Compan.y to commit for

investments at below market rates. The rates on the loans submitted with the
Statement (page 819, Item III.B.l) were made under widely varying money
market and securities market conditions and represent credits differing con-

siderably from a quality standpoint; some are municipal bonds purchased l»y

^Mutual of Omaha. The particular investments referred to by Mr. Sharp on
Page 818 are those made by United Benefit. Having reviewed money and securi-

ties markets at the time these particular investment coromitments were made
and taking into consideration the type issues and quality of credits involved,

we believe that these rates in each instance were reasonable and appropriate
at the time for both the issuers and the lender. We are prepare to substantiate
this belief in detail if it would be helpful to the Sub-Connnittee.

M. T. Crummer,
Financial Vice President and Treasurer.

Memorandum

Subject : Bishop Clarkson Memorial Hospital.

On December 4, 1969 the Investment Committee of United Benefit approved
purchase of .$625,000. 107o First Mortgage Notes to be issued by Bishop Clarkson
Memorial Hospital. Said notes are part of a total issue of $3,000,000 and are due
eight years from the date the loan is closed. A semi-annual sinking fund of

.$375,000 which begins 12-15-74 is scheduled to retire the issue at maturity. This
loan was acquired on .July 7. 1970 on a direct placement basis from the Hospital
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wliicli was represented in the negotiations primarily liy Mr. Morris Miller, tlie

then and still Chairman of the Omaha National Bank. Incidentally, Mr. Miller's

background with the bank included many years as a lending officer and he lias

an extremely favorable reputation in this capacity, other participants in this

financing are the Aetna Casualty and Surety Company for $2,000,000 and Wood-
men of the World Life Insurance Society for .^STo.oOO.

The proceeds from this loan plus approximately .s;600.000 from bank financing,

plus internal cash flow will be used to complete the major hospital expansion

and renovation begun in 1967, the total cost of which is approximately $18,-

500,000, compared to an original estimate of approximately $15.0(X),000. In June

of 1967 the same lenders had committed to purchase $8,000,000 ()%% First

Mortgage Notes due in 20 years as follows : Aetna $.j.5 million. United Benelit

$1.5 million and Woodman $1 million. These notes were issued l-31-(;s and
United Benefit's loan has been paid down to $1,260,938 at the present time.

The question has been raised as to why the $;i.000.000 Notes issued in 1970

bear such a high rate of interest as 10%. A review of bond market conditions

at the time during which this loan was negotiated wimld quickly lead anyone
knowledgeable in money market and security markets to the conclusion that this

rate for this credit at this time was most reasonable and appropriate. We
have the infonmation to substantiate this conclusion if requested to do s<(.

In a letter dated January 5, 1970. when acknowledging our approval to pur-

chase $625,000 10% Notes of the Hospital, :Mr. :Miller, as a representative of

the Hospital Board, stated : "In these times of terrilily tight money, to express

other than gratefulness would be grossly inappropriate."

Securities market conditions during the time this loan was being negotiated

can be summarized as follows : money was extremely tight : interest rates were
rising and during the latter part of 1969 reached their highest level in more
than 150 years—see Chart atrached (they were to go even higher to mid-1970) ;

and a reverse yield curve existed at the time (for example: In December 1969

the yield on a four year government was 8.24% vs. 7.49% in 10 years and 6.90%
in 20 years).
Having reviewed our file and security market conditions at the time this loan

was negotiated, I am of the opinion that we can unquestionably demonstrate

to any interested, reasonal)le party with an objecti\e viewpoint that the rare

on this Note at this time was very reasonable from the standpoint of the issuer.

I also believe that we could obtain, if necessary, a statement to this effect from
the Board of Directors of the Bishop Clarkson Memorial Hospital.

M. T. Ceummer,
Financial Vice Prenidcnt and Treasurer.

[Excerpt from "Annual Review of the Bond Market, 19(39."' Salomon Brothers & Hutzler]

Short-Term Interest Rates anu the Yield Curve

Short-term interest rates also rose spectacularly from Septeml>er of 1968
throughout most of 1969. During this period, 3-month Treasury bill rates rose

313 basis points, while 3-month commercial paper rates rose 337 basis points

(see Table IV). This escalation carried sboi't-term rates up to new highs for the

postwar period, which were very substantially above earlier postwar highs.

However, the resulting short-term rates at 8% to 10% are not as historically

unusual as present long-term bond yields. This is because in the 1920's and
earlier, in periods of money crisis, short-term rates soared to extremely high

levels ; for example, call money reached 20% in 1929, 30% in 1919, and 1257o

in the panic of 1907.

A great deal of the immediate money market pressure during 1969 fell first

upon the markets for Federal funds and for Euro-dollars. These two markets
were the chief source of new funds for the large money market banks during
early 1969, and borrowings in these markets helped them to finance the runoff

in certificates of deposit. During the second half of 1969, bank commercial paper
became another important source. Chart IV shows the sharp rise in both Fed-
eral funds rates and Euro-dollar rates in the first half of 1969 and that this

was followed by irregular zigzags later in the year. Although the chart shows
that the June peak in 3-month Euro-dollars was about 11.40%. it is reported

that some other matui'ities of Euro-dollars traded at that time as high as 13%
and again towards year-end. Chart IV shows that the 3-month bill rates did
not rise much during the first half of 1969, but rose spectacularly during the
second half year.
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Bishop Clarkson Memorial Hospital Loan Offering, December 3, 1969

offering

We have been offered a participation in an additional loan of $3 million to

Clarkson. The offer is made directly through Morris Miller, Chairman, Omaha
National Bank representinsc the Clarkson Board. Aetna is considering $2 mil-

lion. Woodmen S375,000 and we have been asked to look at $625,000. An Aetna

representative was to visit Clarkson on December 2. A final negotiation of terms

and a decision from Aetna is expected shortly.

We own $1,462,500, 6%% First Mortgage Bonds due semiannually to 19SS.

A schedule of loan terms for the initial issue is attached.

proposed terms
Amount : $3 million.

Rate: 10%.
Tenn : 8 years.

Prepayment : Interest only for 4 years and $750,000 annually in the 5th through

8th vears. Average life—6.5 years.

Call : This term is being negotiated. Aetna has suggested the loan be non-

callable for the full eight years. Morris Miller wishes to negotiate. The hospital

management has indicated certain funds held in trust might become available.

We favor use of excess funds in the repayment of the original issue.

Security : The issue would share equally in the First Mortgage and additional

terms of our outstanding loan.

Pavout: June 1970.

Additional Debt : The indenture will be modified to permit up to $600,000 of

short term debt.

Clarkson Hospital Loan Offering, December 3, 1969

The hospital negotiated an $8 million loan in 1967 to finance the construction

of a new wing and the renovation of the old wing. We acquired $1,500,000

(18.75%) of that issue. The hospital is now seeking an additional $3 million. This

financing is necessary for two main reasons—costs have exceeded budgets and

cash flows have been lower than expected, based on projections prepared at the

time of the 1967 offering.

SCHEDULE OF COST OVERRUNS

Budget Current status Change

CONSTRUCTION PROGRAM

Building contract...... - - - $12,331,960 ?13,62U90 $1.292g.500

^K£nt::::::::::::::::::::::::::::::::::::::::: i.25o;ooo i,767;ooo 5i7;e5o

Exterior decor 147,000 147,000

LaSr\:::::::::::::::::::::::::::::- -- 30,000 30,000

Other costs (preliminary) 11,550 25,605 14,055

Interim financing. ----- "50,000 472,260 22,260

Replace incinerator. 52,400 52,400

Improve steam line .- 125,000 125,000

OTHER COSTS

Parking lot (real estate). ^?^9?2 ^?^S?n
Parking lot (construction) -

-,nn' nnn 7nn nnn
Acquisition agreement [Mar. 1, 19701 700,000 700, 000

Total --- 14,985,785 18,447,365 3,46i,580

90-319—73—pt. lA 45
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SCHEDULE OF REMAINING CASH NEEDS

Payments made
Total cost to date Balance due

CONSTRUCTION PROGRAM

Building contract $13,624,190 $10,752,600 $2,871,590
Architect contract -.- 923,700 794,575 129,125

Movable equipment 1,767,000 741,010 1,025,990

Exterior decor 147,000 58,170 88,830
Landscaping 30,000 25,230 4,770

Other costs (preliminary) 25,605 25,605

Interim financing- _ - 472,260 369,860 102,400

Replace incinerator _... _ 52,400 46,000 6,400
Steam line improvement __ -..- 125,000 125,000

OTHER COSTS

Parking lot (real estate)- 537,000 290,000 247,000
Parking lot (construction).. _ 43,210 43,210

Acquisition agreement 700,000 700,000

Total _ 18,447,365 13,146,260 5,301,105

The balance due is actually comprised of an increase in costs of $3,461,580
and a payment deficit of $1,839,525.
The increase in the costs appears to be justified. While some of the costs

increased due to deficiencies in the original plans (no plans for parking lots,

steam line changes not anticipated), the majority of increases are due to deliber-

ate changes in the plans (movable equipment increases, increases in building
contract, etc.). Many of these deliberate changes have come in response to

gifts, which generally specify the items for which they may be si>ent, and usually
require additional funds on the part of the hospital. Two sizeable changes
involved the Pavilion and entry and the cardiac care center, which necessitated
most of the increased expenditure for movable equipment. While items like this

were not in the original plans, the hospital management believes it is most
fortunate to be able to add them to the facility at the same time other con-
struction is being done.
Another major scheduled increase is the acquisition agreement. Under the

terms of this agreement the hospital will acquire land across 42nd street for
$700,000. The hospital has another agreement with the University of Nebraska
to sell the land for $1,090,000. The legislature has appropriated funds and the
transaction v/ill produce a $300,000 gain sometime in 1970.
Lower cash flows have resulted from smaller margins than were projected

in 1967. There are two main reasons for this—expenses have grown more rapidly
than anticipated, and due to delays in completing construction, patient days
are currently running about a year behind projections. The major expenses
problems have resulted from providing the increased utility load needed for an
additional wing, but not having the wing completed for use with resulting off-

setting revenues. Utility costs increased by more than $250,000 so far in 19G9.
Once the wings are completely in use, the relationship between revenues and
expenses should return to a more normal pattern.

This raises the question of the validity of the 1987 projections and the current
revisions. The 1967 projections showed suflicient income to service the original
debt, meet operating expenses and provide a small cushion of net profit. Actual
results for 1967 and 196S show that these projections have not been met, although
the hospital has shown a net profit for these years. The substantial increase in
revenues in 1968 reflects an increase in rates required to cover higher costs,
primarily wages. The level of charges is well above that projected in 1966.

COMPARISON—ACTUAL AND PROJECTED OPERATING RESULTS, CLARKSON HOSPITAL LOAN OFFERING,

DEC 3. 1969

1967 1968

Actual Projection Actual Projection

Total revenues $6,739,073 $6,440,201 $8,209,891 $6,799,842
Net profit 273,074 565.550 396,757 531,643
Operating expense _ 6,168,197 5,575,094 7,500,520 5,970,996
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Another problem with the 1967 projections is the delay in finishing the new
wing and renovating the old one have delayed the growth in anticipated patient

days. Consequently, revenue and income projections are also out of line.

Clarkson's new projections (copy attached) reflect the increased expenses and

delayed revenues. One immediate effect is that the 1967 projections have been set

back about one year.
COMPARISON 1967 AND 1969 .PROJECTIONS
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RECOMMENDATION

We recommend approval of an additional $625,000 subject to final negotiation
of satisfactory terms.

T. S. SCHMIT,
r. F. Frenzer.

CLARK30N HOSPITAL: Summary of Operating Statistics (f,)

1= 'rr^-:-.!'-' f^,fi}^\^<;'

/:- h

/::'" '

Attactacr.t 1

1I-.
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Bishop Clarkson Memorial Hospital Loan Terms, June 7, 1967

We have been requested to reconsider the Clarkson loan based on the following
revised terms. Terms originally outlined in Aetna's commitment letter of
November 1, 1966 are shown in parenthesis. Mr. Kiewit has reportedly approved
the revised terms and recemmended acceptance to the Hospital Board. Woodmen
has been contacted but has not yet presented the revisions to its Committee.
Aetna will seek Committee approval on Friday, June 9. The Hospital Board
will meet on June 8.

Amounts: $8 million ($7.5 million). Aetna: $5,500,000 ($5 million) ; United:
$1,500,000 ; Woodmen : $1,000,000.

Maturity : 20 years from the date of final closing which will not be later

than December 31, 1969. ( December 31, 1968)

.

Rate: 6%% (6%%).
Reduction of Issue : The issue may be reduced to a minimum of $6 million

pior to final closing.

Closing: Three closings are anticipated. United was originally scheduled to

take the entire first closing but Aetna is now willing to participate in a 1967
payout. The closing schedule is flexible and will be set after discussion among
the lenders.
Commitment Fee : V2 of 1% annually from signing of the commitment letter.

Call: (1) Nonrefundable for 10 years (20 years). (2) Callable in inverse
order in the first year at 104% declining y^ of 1% per year to par. (3) Prepay-
ments without penalty.

(a) $500,000 annually cumulative to $1 million (non-cumulative) ;

(b) $1 million from a specific trust

;

( c ) $1.5 million from potential Hill-Burton grants. (New provision )

.

Prepayment: Semi-annual principal payment wlil retire the issue by maturity.
Debt Restriction : Additional long term debt is prohibited. If the lenders refuse

to allow" additional debt of $1 million or more, the Hospital may prepay at par
if the Hospital has a bona fide offer of an amount sufficient to retire outstanding
debt plus the requested increase. Current debt will be limited to a maximum
of $500,000 wtih a required clean ui) of 45 days in each 12 month period.

Liens and encumberunces : Prohibited except up to $250,000.
Security : First mortgage on all property except the Nursing School facility

presently pledged.
Peter F. Frenzeb.

attachment 2

comparative operating results

IPercentages]
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5ISH0P CLARKSON MEMORIAL HOSPITAL REVENUE AND EXPENSE STATEMENT. 5-YEAR FORECAST

[Dollar amounts in thousands]

1969
amount

1970
amount

1971
amount

1972
amount

1973
amount

1974
amount

$7, 134

8,218
$7, 795
8,974

15,352
970

16, 769

1,059

14, 382
765

15,710
821

15, 147 16, 531

7,916
4,430

8,340
4,776

12,346 13,116

2,801 3,415

1,676 2,307

$8, 266
9,535

17, 801

1,126

16,675
862

17, 537

8,767
5,031

13, 798

Revenue:
Routine services $4,620 $5,387 $6,884
Special services...- 5,687 6,349 7,936

Cross patient revenue.. 10,307 11,738 14,820
Less deductions... 674 749 937

Net patient revenue 9,633 10,987 13,883
Otherrevenue 575 572 718

Total operating revenue 10,158 11,559 14,601

Expenses

:

Employment cost. 6,022 6,990 7,693
Other expense.. 3,321 3,594 4,300

Total operating expense.. 9,343 10,584 11,993

Net operating return.-.. 815 S75 2,608
Other cost:

Depreciation— Regular 305 300 300
Depreciation— New construction 324 329
Interest expense 391 540 512

Net income 119 (189) 1,467

Operating statistics:

Petientdays 96,066 103,162 129,025
Parcent of occupancy 75.8 77.9 73.3
Payroll hours 2,156 2,207 2,406
FTE 1,036.0 1,090.5 1,171.5

Ratios (per patient day):

Net patient revenue 100.27 106.46 107.60
Expenseslessdepreciation and interest 97.26 102.44 92.95
Payrollhours 22.4 21.4 19.0
Salaries per payroll hour 2.79 3.16 3.19
Percentexpensesto revenue 98.8 91.5 90.2
Percentnet income/total revenue 1.2 (1.64) 10.0

3,739

300
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BISHOP CLARKSON MEMORIAL HOSPITAL STATEMENT OF CASH FLOW, 5-YEAR FORECAST

[In thousands of dollarsl
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The Omaha National Bank,
January 5, 1910.

Mr. Peter F. Frenzeb,
Vice President, Securities,

United Benefit Life Insurance Co., Omaha, Nrbr.

Deab Pete : Thanks for your December 31 advice that your Investment Com-
mittee had approved a loan of $625,000 to Bishop Clarkson Memorial Hospital

in addition to the loan presently outstanding. In these times of terribly tight

money, to express other than gratefulness would be grossly inappropriate.

And yet, as I indicated to you on the phone, I would respectfully request that

your Investment Committee reconsider the prepayment provisions which in your
commitment are more stringent than those required by Aetna.
We are dealing with a nonprofit corporation so tiiat the increased expenses are

a direct burden upon our operations without benefit of tax deduction. Because
we know Clarkson is to be the beneficiary of several important legacies and
because of the impossibility of predicting time of receipt of those, we projected

our cash flow without taking this item into consideration. When in the event

we do realize some extra cash, it would obviously be of some advantage to the

hospital to be able to apply it proportionately between the two loans rather than
entirely on the lower rate transaction.
The Clarkson Board meets on Thursday, Janiiary 8, and I expect will authorize

me to accept the commitment in accordance with its original terms, should
your committee not be willing to change its mind. But we would appreciate the

committee reexamining its position and will appreciate and abide by any de-

cision reached.
Thanks for listening and best regards.

Sincerely,
MoEEis F. Miller,

Chainnati.

The Omaha National Bank,
January 16, 1910.

Mr. H. J. Goodrich,
Imyestment Officer. Aetna Casualty cf Surety Co.,

Hartford, Conn.

Mr. Peter F. Frenzer,
Vice President,
United Benefit Life Insurance Co., Omaha, Neir.

Mr. Theodore W. Rehmann, Jr.,

Investment Manager,
Woodmen of the World Life Insurance Society, Omaha, Nebr.

Gentlemen : I am returning herewith a signed copy to each of you of your
commitment letters in connection with the $3 million additional mortgage money
needed by Bishop Clarkson Memorial Hospital. Under your commitment letters,

Aetna has agreed to take $2 million. United $625,000, and Woodmen $375,000.

The outline of the principal terms is almost identical from each of you. United
spells out a little more clearly the definition of "pro rata" under the optional
prepayment provisions, but I think this was done by Pete Frenzer after talkiiig

to Hoyt Goodrich and certainly the further clarification in the United outline is

in accordance with the hospital's understanding of what was meant by the Aetna
term.
We presume that the three of you will coordinate the drawing of the necessary

papers so that timely disbursement may be made on this commitment on or

about June 17. I shall be most happy to be of any further service to you that
I can, and I know that Jim Canedy is prepared to work with each and all of

you on the details.

The Board of Directors of the hospital has requested that I express to each
of you, and through you to your respective organizations, our deep appreciation
for this help and support at a time when funds are certainly something less than
plentifully available.

Sincerely,
Morris F. Miller.

Mr. Sharp. Certainly. These are your figures—this is data—^aiid

certainly if you have any further amplification of these, we will l^e

pleased to receive it.
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Mr. Skutt, getting: back to this point of competition among insurance

companies, perhaps a company such as yours could agree that com-

petition among the individual health insurers has stimulated a wide

diversity of available policies, and you've spoken to this point.

Whether this is beneficial to consumers is not clear—other people

have testified to the opposite efi'ect here. Xow, with respect to the price

of individual health insurance policies, how does competition help

provide regulation of premium charges when there is such a bewilder-

ing array of policies available?

Making comparisons is almost impossible except by the most so-

phisticated buyei-s. Isn't this really why a number of States have

begun to regulate premiums under individual health policies in recent

years ?

Mr. Sktjtt. Well, we've touched upon regulations, rates, standardi-

zation earlier. There really is an opportunity, and sufficient flexibility

for competitive rates to be established, and they are established.

Now, the coverages that we offer are provided through salesmen

as a rule, practically all our coverages are sold through individual

salesmen. And we feel that's desirable.

I tried to touch upon that in the statement we filed with you because

we feel that the very point you make, on the insured Imowing what
coverages he's got and what he's paying for, can best be coinmuni-

cated to him by an honest dedicated sales representative qualifiecl as

a field underwriter. And that's what we've done in our organization.

And if I may continue with that

Mr. Sharp. Certainly.

Mr. Skutt. We feel that there, the insured understands the cov-

erage he's getting, understands the payment he's making, and so forth.

And I believe, counselor, that gets to the point that you raised, unless

I misunderstood you.

Mr. Sharp. I think we have a little misundei-standing. I'm not just

referring to your company. I'm referring to 1,200 companies offering

a bewildering array of policies.

I go out into tiie marketplace and I now compare the benefits

offered under a given set of policies with premiums charged. And
it's very, very difficult. Just going through material submitted by the

40 companies, to understand, to" get a feeling for "Just what kind

of a deal am I really getting?'', benefits to the premiums of the vari-

ous companies on all these different types of plans. Isn't it self-defeat-

ing, really, for competition? You need a knowledgeable buyer in a

marketplace because it's one thing to have a knowledgeable agent and
a knowledgeable insurance company, but if a buyer of an insurance

policy is not sophisticated, or he's not knowledgeable, how is he to

compare? How is he to—on the basis of his own judgment—not on
what some agent tells him—going to make an intelligent judgment
himself as to the benefits and prices of the various policies among the

various companies?
ISfr. Skutt. Well, your critical comment in that respect is under-

standable, and I realize that there are a great many different types of

coverages and so forth, and many of them difficult to understand.

I've tried to emphasize our approach to this, which is educated

field representatives to explain them, and to make sure the policy

holder understands it.
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We write a letter after the policy has been issued and explain it

again, and that's one reason that considering the total number of

policyholders we have, that we have such a small amount of

misunderstandings.
If you are, however, counselor, endeavoring to elicit a response

from me, as to whether or not this committee, being the antitrust

committee and so forth, should establish some restrictions on what
kind of policies should be issued or what kind of practices should be

pursued, I don't feel qualified to respond.

Mr. Sharp. I was getting at the problem at the point of sale. That
is the crucial moment for this comparison shopping and buying, not

after the sale. Do you get letters of explanation from a particular

company, at the initial point of contact, let's say ?

Mr. Skutt. Don't you think we do quite a job of that. If you read

this memorandum we filed showing our training program for our

representatives, and requirements and so forth, and the satisfaction

of our policyholders, as shown by a survey, and everything-

Mr. Sharp. Sir, please understand I'm not quarreling with you or

your company. I'm raising this as a general proposition since you are

one of the largest individual companies, but there are many others.

We are just trying to get into the record, now, your opinion as an

experienced person "in the individual health field, not just you per-

sonally, but as to the whole industiy.

Mr. Skutt. Well, if you wouldn't consider me immodest, I'd just

as soon recommended that the other companies follow our practices.

I don't want to put any halos on myself here today, or our position,

but that's the best that I can answer your question, sir.

Mr. Sharp. Thank you very much, Mr. Skutt.

Senator Hart. Senator Hruska?
Senator Hruska. Mr. Skutt, you Imow, there is a countiy in this

world where they don't have any bewildering and confusing choice of

iceboxes. It is known as the United—what is it? The USSR. They
make a day and a night at one time. They made an icebox. They used

to make a television, and you had your choice of either having that

television or having them at all if you can save enou2:h money for you.

Will you suggest that in order to get away from the very confusing

and bewildering and wealth of choices that maybe we ought to have

the Government, in its wisdom, assemble people some place down here,

downtown, and say that 208 million people in America don't need

that many ; we will choose three and they can have their choice. Would
that be a happier solution than this bewilderment and confusion which
hn^! been described just a little bit ago ?

Mr. Skutt. Senator, I think you very well pointed out there are

some disadvantages that go with anything in life and certninly there

are far more advantages in the competitive svstem and freedom of

choice better than any other svstem or monolithic program.

Senator Hruska. It would have to be done by statute, I presume,

if we limited the number of policies. Do you know, in the industry,

how many groups or committees that would be wise enough to choose

a half dozen policies that would be standard and the rates would be

standard? I don't know how that would be done with the different

hazards involved, but let us simplifv it and say, now, we'll just put

all of this business judgment and all of the requirements of personal
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needs in the hands of, say, six or 60, or say, 100 people, and they will

prescribe for all of the insurance-buyer public.

Do you think that would be practical ?

]Mr. Skutt. Of course not, and I think there is a great advantage

for an individual policyowner to be able to select a certain type of

coverage for him in this situation because of his family or financial

obligations. Then one may be put in a different status.

But there is a great deal to recommend a variety of choice which

you referred to.

Senator Hruska. But if there did occur a limitation to five or six

policies, can you imagine somebody on this side of a venture like this

berating you and saying, what's the matter with you, stifling competi-

tion like that, not catering to the needs of your public ?

Mr. Skutt. Yes.

Senator Hruska. And therefore you should be com.pelled to have

more varieties of benefits and contracts. Could you imagine that

happening ?

]Mr. Skutt. Yes; I am sure that is what would happen if we had

a limited number available that we would hear that argument.

Senator Hruska. You know, the buyer today, the customer today,

is faced with all kinds of bewildering circumstances and confusing

circumstances. There was a time when we could go into the corner

grocery store and thev didn't have more than 600 or 700 items on the

shelf. Now. there are 10,000 or 12,000.

In the supermarkets, it is nothing but bewilderment and confusion.

That is all it is.

Do you think it would be well to get back to that little corner

grocery store where you would get rid of that confusion and have

only 600 or 700 items to choose from ?

Mr. Skutt. I think that the variety of choice, the production of a

great many types of products and availability of them, to our public,

is one of the things that make us a very great country and giving

opportunities that no other country provides.

Senator Hruska. There is the free mxarket we have and the com-
petitive system, and it seems that when we get competition, there are

complaints about it and where there is no competition, there is a com-

plaint that there is no competition.

Maybe it is a sort, of a syndrome, a kind of contemporary syndrome;
complain. "\Yliatever you do, whatever the situation, complain or

criticize, ostracize; that's the way to get ahead in the world. If that

would be true, I would deplore it. I think most people would.

]\Ir. Skutt. Thank you.

Senator Hruska. In regard to these 8-percent and 10-percent loans

that your company might be making, I don't know what purpose is

in the mind of the one who questioned that or who calls attention to it.

Is it the idea—could it be the idea that you are supposed to make
loans for less than that when you are building hospitals, do you think ?

INir. Skutt. Well. I think, you know, that our investment department
has the responsibility to be alireast of current rates and we have al-

ready touched on that responsibility of developing the proper invest-

ment return for the policyholders which enables us to give them
more coveras'e, as we do to our policyowners; it helps us to do it more
than some of the others.
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Senator IIruska. xVnd suppose the market rate for a loan like that

was 8 percent and yonr investment board would loan it for 2 pet-cent

;

do you think it woidd l)e many days before you would be faced with a

pol'icj'holder suit asking to oust all of the board of directors, including

its chairman and anybody that had anything to do with it because

they were mishandling investments of funds ?

Mr. Skutt. I think we would have a new investment depai^ment

first.

Senator Hruska. Well, I thank you, Mr. Skutt, for your appearance.

Mr. Sklttt. Thank you, Mr. Chairman. Thank you.

Senator Haut. I tliink that, of course, the wisdom for me is not to

even suggest that there may be aspects to the So\-iet health and de-

livery system that are superior to ours, but that is what Secretary

Kicharclson testified to recently.

We do appreciate very much the cooperation from Mutual of Omaha
and both of you. Thank you.

jNIr. Skutt. Thank you, sir.

Senator Hart. For those who are concerned witli our schedule, it is

our plan to recieve the testimony of ^Mrs. Hentges of Dubuque, Iowa

before taking a recess. We will recess following her testimony ond re-

sume at 2 o'clock to receive the testimony from the Health Insurance

Association. Under an order entered by the Senate, l^eginning at 1

o'clock and continuing until 4, the debate on the nomination of Mr.

Kleindienst will begin and some members of the committee will be

compelled to be on the floor during that time period.

Mutual of Omaha—Underwriters Guide or Underwriting Appraisal of

Physical Histories and Occupational Ratings

Foreword

The great majority of newborn babies are brought into this world sound in

body and mind. As life progresses and age increases, misfortunes by way of

sickness and accident occur. Some of these misfortunes are of a minor nature-

while others leave a permanent mark. Those who fall into the latter class become

rated risks for insurance purposes. As such, they cannot purchase the health

insurance they want and need at the same rates and/or benefits offered to those

who are unimpaired.
This manual, "Underwriting Appraisal of Physical Histories," provides a

guide to help you properly underwrite clients. It is divided into sections with,

the contents of" each pertaining to one of the body systems or functions.

Listed alphabetically and briefly described in laymen's language are those

impairments pertaining to each system which you will encounter most frequently.

This is followed by normal underwi-iting requirements (attending physician's

report) and the probable action which can be taken—policy issuance at regular

rates or policy issuance with increased premium rates and/or special benefit

limitations.

All impaired risk plans provide benefit limits of 100% applicable to named
impairments. Benefits provided by the policy will l»e payable for preexisting im-

pairments not excluded from coverage, for loss beginning at least 12 months

after the policy date.

This manual does not apply to accident-only or dread disease coverage.

The following guide to the underwriting of impaired conditions deals with

the methods mentioned above :

ALL COLUMNS

A "1" indicates that regular coverage and rates are applicable and benefits

for the named "Benefit Limitation" will be covered for loss beginning at least

12 months after the polic.v date.

A number ( # ) sign indicates that a "Disease Elimination" rider must be used

and regular coverage and rates are applicable.
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If no plan is shown, regular coverage at regular rates may be applied for.

Column one.—Disability Income: One of four impaired risk plans (A, B, C,

D) may be indicated. Rates for the plans are contained in separately identified

schedules of rates.

Plan A—Lifetime Maximum Coverage, no special monthly benefit limit.

Plan B—Lifetime Maximum Coverage, no special monthly benefit limit.

Plan C—Ten-year or To Age 65 Maximum Coverage for sickness, $1,000

monthly benefit limit.

Plan D—'Five-year jMaximum Coverage, .$300 monthly benefit limit.

Column Two.—Hospital Coverages (includes hospital room, hospital miscel-

laneous, surgical, in-hospital medical, outpatient, diagnostic and minor medical
coverages)
One of four impaired risk plans (A, B, C, D) may be indicated. They vary

from regular plans only as to rates. Rates for the plans are contained in

separately identified schedules.
Column Three.—Catastrophe Coverages
Catastrophe Coverages are those which generally provide benefits of $5,000

or more and are identified as "Major Hospital, Major Medical, Out-of-hospital

Exiiense," or similar terms.
One of three impaired risk plans (A. B, C) may be shown. They vary from

regular plans only as to rates. (The letter "N" indicates that a plan is not
available). Rates for the plans are contained in separately identified schedules.

The more seriously impaired risks generally do not qualify for these coverages.

In case of multiple impairments, the application should be siibmitted on the

basis of the most severe condition. Changes in coverage to fit the circumstances
of the individual may be necessary. The Home Office underwriters will define,

as specifically as possible, the conditions that are restricted or limited.

It is not the Company's intent to provide coverage to those who are currently
under extensive medical management.

^Mutual of Omaha will continue to offer the best possible disability income
protection and hospital-medical insurance to all applicants, consistent with past
and present health. It is your responsibility to help toward this end by securing
complete information with supporting medical data. Underwriting and Renewal
Services Division will review and evaluate each case, always with the objective

of issuing some form of coverage.
W. M. Moss,

Vice President and Chief Undcrtcriter, May 5, 1970.

Occupational Rate Manual

This manual is provided as a tool to assist the salesman properly classify his
risks, selling the correct coverages at correct rates, thus gaining for himself the
advantage of "issued as applied for" policies.

The plan of coverage and the premium rate for accident and health coverages
are based upon the hazard to which the individual is exposed. If you, as a sales-

man, classify your clients as indicated, you will be relieved of reselling and thus
have more delivered policies—^more earned commission.

All ratings refer to first-class operations with reasonably modem machinery
and equipment and where adequate safety facilities and health programs exist.

If any of these situations are not time, you should give all of the facts to the
Home Office for a rating. Rating may be adjusted by the Home Office as indicated
by experience or other circumstances.

If the applicant has more than one occupation, all must be named in the ap-
plication. The occupation involving the greatest hazard determines the ratings.
If the applicant engages in recreational activities or hobbies involving any haz-
ardous exposure, rating must be made according to that hazard.

health and accident classifications

[P] and [S] Select Preferred and Select Standard classifications include male
executives, professional risks and key personnel. The occupations shown as [P]
or [S] indicate possible occupational qualifications as select risk categories such
as corporation officers, members of boards of directors, chemicals, engineers,
architects, geologists, CPAs, physicians, attorneys, etc.

Special circumstances could qualify many other occupations for consideration
as Select. Individual consideration will be given to each application for Select
classification.
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"P"—Preferred Classifiation :

I'referred or "P" policies are sold to persons who do no manual labor or

supervision thereof, but whose duties consist of clerical, sales, executive or

professional work only.

"S"—^Standard Classification :

Individuals in the Standard Classification encounter no unusual hazard but

unlike the "Preferred", do some manual work.

"S+10%"

:

"S+20%"—means a percentage increase in the Standard premium.
Persons so classified may purchase an "S" or Standard contract witli a per-

centage increase in premium. These individuals encounter more hazards in their

occupation, either accident or health, than do the "S" Standard risks.

Important—Increase the initial premium by a percentage of the renewal

premium.

Example of 10% Increase :

Renewal Premium $68. 00

10% Increase 6. SO

Total - 74. 80

First Premium 78. 00

Increase (Same as for Renewal) 6.80

Total 84. 80

"H"—means Hazardous.
Persons so classified encounter materially increased hazards.

"N"—indicates risks not acceptable.

The 3 digit nimiber shown for each occupation is for Home Office statistical

records and should not be put on the application.

Abrasive industry

:

183 Superintendent, Foreman (supervising only and inspector) S

184 All Other Workers H
045 Abstractor P

046 Accountant P

Acid Manufacture

:

185 Acetic, carbolic, citric, lactic, oxalic, phosphoric S

186 Other acid manufacture laborer H
187 Skilled Workers S

188 Acrobat ^
001 Actor S

002 Actress S

003 Actuary P
065 Adjuster, Claim P
066 Advertising Agent, Writing P
067 Agent, County and Farm Demonstrators S

068 Agent, Express ^

070 Agent, Sales P

Agriculture—See Farming and Ranching

Airplane Industry

047 Office Duties, Management Officials P
189 Factory Employees, all others not flying—Airport Personnel S

Pilot and Crew Members
04S Scheduled Airlines S*

049 Charter or Industrial Pilot

050 Nonscheduled or Crop Duster >>

Animal Attendants and Trainer

520 Domestic ^
145 Wild Animals -^

177 Apartment House Manager and employees fe

071 Appraiser
"

Individual consideration to cover any aviation hazard.
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Architect

004 Not superintending construction P
005 Superintending construction S

051 Art Dealer P
146 Ari:ist \
334 Asbestos Mill Reduction Worker

^
335 Asbestos Mill Reduction Foreman S

Athlete (Professional)

006 Baseball S

007 Basketball ^
008 Boxing ^
009 Football ^
010 Bowling ^
Oil Golf S

012 Jockey ^
013 Hockey ^
014 Tennis ^

015 Wrestling N
016 Soccer

^^

017 Swimming ^

Assayer

072 Above ground P
073 Under ground H

074 Assessor
075 Astrologer
075 Astronomer
147 Attendant S

025 Attorney .

190 Auctioneer (Except Livestock) P
046 Auditor S

076 Author S

514 Automobile Assembly Worker S

191 Awning Maker or Repairer S

192 Axman, Chairman, Rodman S

142 Baby-sitter ^

077 Bacteriologist
148 Baggage Porter S

078 Bailiff S

193 Baker (all classifications) S
107 Bank Teller (Oflftcer and Examiner (administrative duties)

166 Bank Guard, Messenger S

194 Barber S

195 Bartender S
006 Baseball Player (professional) S
007 Basketball Player (professional) P
196 Basket Maker or Weaver S

Battery Manufacture

197 Mixers, Poster and Laborer H
198 All others S

199 Beautician, Beauty Shop Worker S
116 Beekeeper S
149 Bellhop S
112 Bill Collector P
089 Biographer P
100 Biologist S
018 Bishop. Priest, Clergy P
200 Blacksmith S
178 Boardinghouse Keeper S

Boat and Ship Building

052 Superintendent or Proprietor (not Foreman, office duties only )

201 Carpenter, Foreman, Shipfitter, Skilled Workers S
202 Crane Hooker, Rigger, Follower, Erector H

203 Boilermaker S
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113 Bond and Stock Broker. Salesman
108 Bookkeeper (not in home) P
518 Booking Agent P
150 Bootblack S

008 Boxer N
010 Bowling (professional) S

204 Brickworker, Mason S

Bridge Building

205 Supervising only S

206 Cableman, Painter, Structural Steel Worker H
207 Others S

208 Laborer H
113 Broker

Building and Construction

209 Wrecker, Driller, Rigger, Mover H
210 Contractor (office duties only)

211 Shorer, Electrician under 250 volts S
212 Electrician (over 250) H

213 Bulldozer Oi>erator, construction only S

214 Bulldozer Operator, logging H
521 Burners, metal industry ^ H
345 Busboy S
151 Bus Driver S
215 Butcher S

Buyer
079 Cotton, fur, grain, produce, wool, etc S
109 Retail Store P

143 Builder S
201 Cabinetmaker S
179 Cabin Camp (Operator or Worker) S
180 Caretaker S
201 Carpenter S
107 Cashier—Bank P
215 Caterer S
117 Cattleman S
204 Cement and Concrete Finisher S
192 Chainman, Rodman, Axman S
018 Chaplain—see Clergymen P
151 Chauffeur and Driver S
246 Chef (Head Chef only) S

Chemical Industry

081 Chemist, analytical or lab work only S
216 Skilled Automatic Process Operator S
082 Chemist, consulting, no lab or plant work P
217 Office Personnel P
218 Machine Operator, Maintenance Man, Still and Tank Cleaner H
219 Acid Handler H
123 Chicken or Poultry Raiser (see Farm and Ranch) S
521 Chippers (Metal Industry) H
019 Chiropodist P
020 Chiropractor P
220 Cigar or Cigarette Maker S
221 Circus Worker N
222 Citrus Fruit Industry (all classifications) S
021 Civil Engineer S
223 Claim Agent, Adjuster P
224 Cleaner and Laundry (all classifications) S
018 Clergymen
109 Clerk P
225 Clock, Watchmaker, repair S
226 Clothing Manufacture Employee S
029 Coach, Professional (Head Coach only) S
030 Coach, University (Head Coach only) S
237 Cobbler S
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Coke Ovens
238 Foreman and Skilled Worker S
29 NonsklUed Worker S20

112 Collection, Bills and Accounts P
076 Columnist P
121 Combine Operator (minimum employment 9 months out of 12) S
240 Commercial Artist P
346 Commission man (livestock) S
204 Concrete and Cement Workers S

Conductors

241 Passenger S
242 Freight and Mixed H

Construction

243 Road, Street, Sewer (except tunnel) S
244 Metal Tank H
245 Tunnel or imder compressed air (shaft or subway) N

053 Contractor (office or supervisor duties onlv) P
246 Cooks S
515 Coopers S
048 Copilot scheduled airline S

Cotton Gin

084 Proprietor Manager (superintending duties only) S
247 Foreman and other Employees N

248 Counselor p
249 Crane Opertor, Manufacture S
250 Credit Analyst or Reporter P
251 Creamery and Dairy Plant Workers S
325 Crewmen, oceangoing vessels (see Marine Industry) H
326 Crewmen, other vessels—not fishing (see Marine Industry) S
085 Cryptanalyst P
085 Cryptographer S
180 Custodian S
167 Customs Inspector S
118 Dairyman, Dairy Worker, Farmer S
378 Data Processing Programer p
379 Data Processing Machine Operator p
344 Dancing Instructor, Entertainer S
152 Decorator, Interior S
153 Deliveryman S
033 Dentist, Assistant, Hygienist P
313 Dental Technician—Laboratory Assistant S
028 Dermatologist P
253 Derrickman, Builder S
254 Designer P
168 Detective S
256 Diamond Cutter S
255 Die Caster, Maker, Sinker, Polisher S
086 Dietician or Nutritionist S
257 Dispatcher (Taxicab) S
258 Distillery, Alcohol S
259 Diver N
260 Dock Worker S

Doctor—See Specific Title

154 Doorman S
261 Draftsman P
262 Dressmaker S
263 Driller (mining—oil field—construction) H
264 Driver (Racing) N
155 Ash, garbage, logging H
151 Others S
087 Druggist p
265 Dye Worker S
076 Editor p

90-319—73—pt. lA 46



1266

516 Egg Grader, Packer, Candler, etc S
212 Electrical, handling live wires, Tower Erectors H
212 Electrician Lineman, Cable Splicer, Troubleman, Tunnel Worker H
211 Electrician S
260 Electronics Technician S
267 Electroplater S
156 Elevator Operator S
268 Elevator Builder or Repairer H
269 Embalmer S
270 Enameling, Burner, Smelterman, Sprayer, Laborer, Mixer H
271 Enameling (others) S
021 Engineer (office duties) P
022 Engineer, others (nonhazardous) S
272 Engineer—Railroad S
267 Engraver S
273 Essayer S
267 Etcher S

Explosive Manufacture

274 Plant and Pi-oduction Worker (no accidental death) S
275 Office Worker, one-half mile from plant P
276 Guard S

Exterminators—see Fumigator
119 Farm Agent S
120 Farm Implement Dealer S
121 Farmer (all types usually, Farmhand) S
377 Farm Manager, Office Duties Only P
254 Fashion Designer P
169 F.B.I. Agent S
277 Feed Grinder, Miller, or Mixer S
278 Fertilizer Manufacture Worker S
109 File Clerk P
521 Filer.s, (Metal Industry) H
291 Filling Station Proprietor and Worker S
280 Film Manufacture Worker S

Fireman
170 Fire Department (metropolitan—individual consideration)
281 Railroad S
282 Stationary S

171 Fish and Game (Warden) S
126 Fishing Industry (curing and packing) S
Fisherman

127 Boats of 85 ft. in length or over and coming ashore daily S
128 All others which include grand banks, sealers and whalers H

283 Floor Finisher or Sander S
284 Florist S
277 Flour, Grain Mill—Elevator Worker S
029 Professional Football Head Coach S
030 Football University Plead Coach S
009 Football Player N
222 Food Canning and Preserving Worker S
132 Forestry, Manager only P
Foreman—see specific industry or classification

130 Forester, Field Worker S
131 Forest Ranger S
294 Foundry Worker, No Pouring or Melting S
347 Freight Handier, Checker S
222 Fruit Grader or Packer, Grower S
285 Fumigator (works with cyanide gas) H
286 Fumigator (handles hydrocyanic acid or its derivatives) S
269 Funeral Attendant or Director with embalming S
088 Funeral Attendant or Director—no embalming P
122 Fur Breeder S
287 Fur Goods Preparation—Manufacture Worker S
288 Furnace, Repair Man or Installer S
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Foreman—see specific industry oi' classification—Continued
201 Furnitui'e, Woodworker S
289 Galvanizer and Tinner S
290 Gambler (professional) N
171 Game Warden S
291 Garageman—Mechanic S

155 Garbage Man, Collector H
292 Gardener S
293 Gas Bottler__ H
153 Gas Deliveryman S
291 Gasoline Station Employee S
294 Gear Manufacture Employee S
256 Gem Cutter S
024 Geologist S
295 Glass Products Worker S

296 Glazier S
297 Glucose Manufacture Worker S
298 Goldsmith S
Oil Golfer (professional) S
213 Grader Operator (road construction) S
277 Grain Worker—Elevator Operator, Shoveler, Loader S
299 Granite Worker (Polisher and Cutter) S
300 Graphite Employee S
301 Gravel Pit Worker S
292 Greenhouse Worker S
114 Grocery Store, Checker S
292 Grounds Keeper S
166 Guard S
157 Guide (hunting—fishing) H
158 Guide (mountain climbing) N
302 Gunsmith S
303 Gypsum Worker S
199 Hairdresser or Stylist S
121 Harvesting Hand, all types . S
129 Hatcheryman, Fish . S
123 Hatcheryman, Poultry S
288 Halting Installer S
079 Hide Dealer S
365 Hide Handler S
243 Highway Construction and Maintenance S
089 Historian P
013 Hockey Player N
374 Hotel-Motel Manager (supervisory) P
143 Housekeeper S
517 Hydrotherapist—see Physical Therapist-^ S
251 Ice Cream Manufacture Plant Worker '. S
304 Iceman, Plant Worker S
167 Immigration Inspector or Officer S
305 Insecticides Manufacture Worker H
172 Inspector (Police) S
306 Inspector—manufacturing and processing S
090 Instructor S
091 Insurance Agent, Broker , P
152 Interior Decorator S
307 Inventor S
173 Investigator P
180 Janitor S
308 Jeweler, Manufacture S
012 Jockey N
076 Journalist P
026 Judge P
144 Kennelman S
521 Kettleman—smelting and refining H
310 Keymaker (inside worker only) S
110 Keypuncher P
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311 Kiln Worker g
24(> Kitchen Worker g
226 Knitter g
312 Labortory Worker g
313 Laboratory Technician and Assistant g
314 Laborer, general * g
314 Labor Union AVorker g
178 Landlady g
178 Landlord g
202 Landscape Gardener g
292 Landscaper g
224 Laundry Worker g
025 Lawyer P
315 Leather Manufacture g
316 Lens Grinder g
092 Librarian p
317 Lighthouse Keeper g
318 Lifeguard g
301 Lime Mining Worker g
212 Lineman H
319 Linoleum Worker g
093 Liquor Manufacture Industry (office duties only) P
258 Liquor Industry (all others) g
320 Lithographer g
117 Livestock Feeder, Ranclier, Salesman, Auctioneer, Livestock S
321 Locksmith g
260 Longshoreman g
366 Longshoreman (supervisory only) g

Lumber Industry

laS Logging H
134 Blasting X
135 Camp Crew g
214 Tractor and Truck Driver H
136 Contractor (office only) p
137 Contractor (supervisory) g
138 Driver H

Pine Lumber Operation Only
139 Logger S 20
140 Supervisor S
141 Driver S 20

379 Machine Operator, Data Processing P
255 Machinist, Machine Shop Worker S
322 Magnesium Industry Worker S
143 Maid S
323 Mail Carrier and Clerk P
054 Manager, Office Duties P
631 Manager, Farm S
324 Manicurist S

Marine Industry

325 Crewman (freighters and oilers) H
326 Crewman (passenger liners) S
055 Captain and Officer (ocean-going vessels) S
056 Captain and Officer (other vessels) S

204 Mason S
32*7 Masseur S
328 Meat Packing and Processing S
291 Mechanic S
028 Medical Doctor P
313 Medical Technician P
160 Messenger S

Metal Industry

329 Metal Industry Workers S
522 Manual pouring or melting H
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Metal Industry—Continued
521 Burners, filers, cliippers H
043 Metallurgist S
094 Meteorologist P
251 Milk Plant Worker (Milkman, Dairyman, etc.) S
277 Miller S
201 Millwright S
330 Mine Inspector S
Mining, Quarrying, Ore Dressing and Concentrating

Hydraulic, dredge and other placer mining, open pit and strip mines,

sand and gravel quarries, clay pits.

Stone quarries, granite, sandstone, limestone, marble, asbestos

and slate

:

331 Blaster and Explosive N
332 Foreman S
333 Worker (mine only) S

Asbestos Mill Reduction

334 Worker H
335 Foreman S

Zinc, Lead and Manganese—Other Mills

336 Foreman S

337 Skilled Worker (Tableman, Vannerman, Jiggerman, Tank
Operator) S

33S Worker around Crushers and Stamps H
Underground Mines

339 Surface Worker S

400 Underground Worker—rate will dei)end upon class of mine,

product, section of country and location of mine.

095 Mineralogist ^

018 Minister S

295 Mirror Maker S

521 Molder H
374 Motel—Hotel Manager (supervisory) P
402 Monument Worker—Carver, etc S

269 Mortician—see Funeral Director S

179 Motel Operator S

291 Motor Assembly Worker S

151 Motorman ^

403 Mover S

404 Movie Production Worker S

Munitions AVorker—see Explosive INIanufacture

381 Musician—hotel, theater, restaurant—concert—symphony, 1st class— P
405 Musicians, other S
406 Neon Signmaker and Serviceman S

028 Neurologist P
407 Newspaper Advertising P
408 Newsboy S

Nitroglycerin Makers, Handlers, Users—see Explosive Manufacture
076 Novelist P
371 Nurse S

370 Nurse—Receptionist, clerical duties only P
372 Nurses Aid S

292 Nurseryman ^

226 Nylon Manufacture Worker S

028 Obstetrican P
032 Oculist P
057 Office Manager P
109 Oflice Clerk P
115 Oflace Machine Salesman P
411 Office Machine Serviceman S

412 Oilcloth Manufacture S

058 Oil Distributor, Office Only P
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263 Oil Driller H
413 Oil Blender and Mixer, Refiner S
032 Optician p
032 Optometrist P
121 Orchardist S
033 Orthodonist P
034 Osteopath P
328 Packinghouse Worker S
348 Packer S
414 Painter (building and structural steel) , H
415 Painter (Steeplejack) N
416 Painter (other) S
417 Paint Maker, Manufacture S
418 Paper Products Maker S

Paper and Pulp Mills

419 Pondman, Slipman, Log Pile Worker and Laborer S 20
420 Others S

292 Park Caretaker S
161 Parking Attendant S
018 Pastor p
028 Pathologist p
340 Pawnbroker S
421 Performer, Entertainer S
422 Personnel Worker p
Petroleum Worker

423 Acid Recovery, Separator and Concentrator Workers H
413 Others S

087 Pharmacist p
114 Pharmacy Employee (sales only) P
424 Photograph Manufacture Worker P
2G7 Photoengraver S

Photographer

096 Aerial N
097 Commercial S
098 Motion Picture S
099 Studio P

028 Physician P
517 Physical Therapist S
036 Physicist P
Pilot—see Aviation Industry

425 Pipeline Worker J S
426 Plasterer S
427 Plumber S
174 Police Officer, Guard S
380 Police Officer, Motorcvcle Man H
148 Porter S

Postal Worker
323 No Driving, (clerical duties only) P
151 Postal Driver or Carrier S

222 Potato Chip Maker S
429 Pottery Maker S
123 Poultryman—Grower, Feeder, Grader, Dresser S
430 Powerman H
372 Practical Nurse S
018 Preacher P
222 Pretzel Maker S
018 Priest P
320 Printer S
342 Professor P
378 Programer. Data Processing P
044 Psvchologist—Psychiatrist P
076 Publisher P
433 Putty IMnnufacture S
333 Quarryman, Worker (no explosives) S
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018 Rabbi P
434 Radio Announcer, Engineer P
435 Radio Repairman, Mechanic S
436 Radio Manufacture Worker S
027 Radiologist P
437 Radium Worker N
Railroad

059 Announcer, Information Bureau, Telephone Operator, Station

Agent P
438 Trainmen, freight and mixed

;
yard except engineer H

272 Engineer S
281 Trainman, passenger S

Conductors—See Conductors
117 Rancher S
226 Rayon Manufacturer Plant Worker S
070 Real Estate Agent P
370 Receptionist P
031 Referee—Umpire S

Refinery Worker
440 Acid Recovery, Separator and Concentrator H
441 Others S

442 Refrigerator Worker (plant), Installer S

443 Rendering Plant Worker S
291 Repairman, Mechanic S
076 Reporter P
021 Research Engineer P
181 Resort Operator S
182 Restaurant Operator (supervisory only) P
OlS Reverend P
202 Rigger H
243 Road Builder or Construction Worker S

454 Rock Breaker or Driller H
444 Rodeo Performer N
192 Rodman, Axman, Chainman (surveying) S
027 Roentgenologist P
445 Rolling Mill Operator S
446 Roofer S
447 Roofing Material Manufacture Worker S
448 Rone Maker S
449 Rubber Maker S
450 Rug and Carpet Maker S
451 Sacker (grain, feed, flour, sugar, lime, etc.) S
315 Saddle Maker S
114 Salesman (no delivery) P
114 Sales Clerk P
452 Salt Worker (refineries, surface workings) S
453 Sandblaster H
301 Sand and Gravel Worker S

Sawmill AVorker

455 Car Loader S 10
456 Carriage Rider S 10
457 Chute Man S 10

458 Crane Hooker S 10
459 Lath Machine Operator S 10
460 Large Mills—Log Canter, Deckman or .lacker S 10
461 Small Mills—Log Canter, Deckman or Jacker S 20
462 Lumber Carriage Operator S 10
463 Off Bearers, head rig only S 10
464 Off Bearers, others S
465 Pondman. Slipman, Boom Man S 20
466 Ratchet Setter, Hand or Dogger S 20
467 Ratchet Setter, machine S 10
468 Sawyer (no automatic guard) S 20
469 Shingle Bolter or Sawyer S 10
470 Slasher Machine Operator S 10
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Saw Mill Woi-ker—Continued
471 Stripper Lath Mill S 10
472 Other classifications in mills and machine operator (non-

hazardous) S
4'73 Scrap Metal Dealer S
024 Scientist P
101 Sculptor S
262 Seamstress S

Seaman—see Marine Industry

474 Seasonal Worker (must have minimum of 9 months' employment) S
110 Secretary P
143 Servant S
475 Serviceman (telephone, etc.) S
291 Service Station Worker S
476 Sewage Disposal Worker S
243 Sewer Construction Worker (except tunnel construction) S
117 Sheep Rancher S
255 Sheet Metal Worker S
Ship and Boat Building Woi'ker—see Boat and Ship Building

Shipping—see Marine Industry

315 Shoe Manufacture Worker (repair) S
477 Sign Maker, Erector, Painter S
478 Sign Designer, Writer P
298 Silversmith—Silverware Manufacture Worker S
405 Singer—Entertainer S
479 Skater, professional N
480 Skier, professional N
481 Ski Manufacture Worker S
328 Slaughterhouse W^orker S
294 Smelter Worker S
482 Soap Manufacture Worker S
102 Social Worker P
103 Solicitor P
483 Song Writer P
484 Stableman S
282 Stationary Engineer S
203 Steamfitter S
110 Stenographer P
260 Stevedore S
366 Stevedore (supervisory only) S
485 Steward S
206 Steelworker (construction) H

Steelworker— (steel manufacture)—see Metal Industry Worker
486 Steeplejack H
117 Stock Raiser, Grower or Feeder S
113 Stock and Bond Salesman P
487 Stock and Supplv Clerk S
488 Stockyards Worker S
402 Stone Worker S
114 Store Buyer, Clerk, Owner, etc. Cashier P
349 Street Cleaner S
489 Studio Technician, Engineer S
375 Stunt Man N
222 Sugar Refinery Worker S

Superintendent

060 Office duties P
061 Production or outside duties S
028 Surgeon, Physician P

062 Surveyor S
262 Tailor—Tailoress S
315 Tannery Worker S
195 Tavern Operator S
104 Tax Collector P
151 Taxi Driver S
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105 Taxidermist S
342 Teacher P
376 Teacher—Vocational S
490 Telegrapher P
475 Telegraph or Telephone Equipment Worker. Repairman, (no Line-

man) S
490 Telegraph or Telephone Operator P
107 Teller or Cashier P
435 Television Service and Repair S
014 Tennis Player S
191 Tent Maker, Canvas S
226 Textile Manufacture Worker S
063 Theater Manager P

Theatrical Performer (see actor or actress)

040 Therapist S
341 Ticket Agent P
429 Tile Manufacture Worker S
Timherman—see Lumber
111 Timekeeper P
255 Tinsmith S
449 Tire Manufacture Worker S
220 Tobacco Products Manufacture S
124 Tobacco Farmer S
255 Toolmaker S
179 Tourist Camp, Motel Owner, Employee, Attendant S
255 Toy Maker S

Track Worker (Railroad—See Railroads)

Train Worker—see Railroads

Trainer, Animal—See Animal Trainer

401 Trainer, Athletics S
492 Trapper S
155 Trash Collector 1 H
341 Travel Bureau Worker P
413 Treating Plant Worker (oil) S
493 Tree Trimmer, Surgeon S
125 Truck Farmer S
163 Tuninw Piano P

Tunnel Construction Worker—see Construction

494 Turbine Operator (electricity) S
495 Turpentine Plant Worker S
320 Typesetter S
411 Typewriter Repairman S
110 Typist P
031 Umpire S

Underground Worker—see Occupation

269 Undertaker—with embalming S
088 LTndertaker—no embalming P
496 Union Representative S
497 Upholsterer S
164 Usher S
143 Valet S
417 Varnish Manufacture S

A'audeville Performer—see Actor or Actress

222 Vegetable Canner S
165 Vendor S

Vermin Exterminator—see Fumigator
041 Veterinarian S
498 Violin Maker S
499 Waiter S
499 Waitress S
175 Warden S
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403 Warehouseman S

225 Watchmaker S

176 Watchman S

094 Weatherman P
500 Welder S

102 Welfare Worker P
263 Well Digger or Repairman, oil—see oil well H
501 Well Driller, Puller (water) S

260 Wharfman S

White Lead Manufacture Plant Worker
502 Foreman (supervisory only) S

503 Production Worker H
504 Wig Maker S

145 Wild Animal Trainer N
505 Winchman S

506 Wind Instrument Maker or Repairman S

507 Windmill Manufacturer S

508 Windmill Repairman S

509 Window Cleaner H
510 Window Dresser S

511 Wire Maker S

201 Woodworker S

201 Wood Products Manufacture Worker S

Wood Pulp Worker—see Saw Mill

226 Woolen Mill Worker S

226 Wool Sorter or Grader S

015 Wrestler N
076 Writer P
373 X-Ray Technician S

512 X-Ray Repairman, Tester, Salesman S

226 Yarn Maker, Worker, Dyer S

336 Zinc, Lead and Manganese—other mills. Foreman S

337 Zinc, Lead and Manganese—other mills. Skilled Worker S

338 Zinc, Lead and Manganese—other mills. Worker around crushers

and stamps H
106 Zoologist (teaching only) P
390 Zoologist, Field Worker S

513 Zoo Worker S

[Reprint from May 8, 1967, issue authorized by the AMA News]

Insurance Forms

It is the policy of the American Medical Association that attending physicians

should complete "simplified" health insurance forms, without charge, as a part

of the physician's service to the patient.

Both the patient and the physician benefit when the patient has voluntary

health insurance and the assistance the MD can give the patient to collect his

benefits is a natural part of the physician-patient relationship. Many health

insurance companies use the "simplified" claims form developed by AMA's Coun-
cil on Medical Sei-\ice and the Health Insurance Council.

AMA's Judicial Council, in response to recurring questions, adopted this state-

ment in 1965 in conformity with a resolution adopted by the House of Delegates

in 1961

:

"The attending physician should complete the appropriate 'simplified' Health
Insurance Council forms approved by the Council on Medical Service, without
charge, as a part of the physician's service to the patient to enable him to

receive his benefits.

"The Judicial Council is of the opinion that it is implicit in this statement of

the House of Delegates that a charge for more complex forms could be made in

conformity with local custom.
"This suggestion is advisory. In all cases, the local medical society can be

looked to for an authoritative opinion."
Most physicians do help their patients by filling out insurance claim forms.

Those who do not or who grumble about the trouble might consider this statement
from a letter from a patient in Iowa: "We accept the fact this takes a little
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of (the doctors') time and at the same time we can say that if we did not have

the insurance we misrht not have been their patient."

The House of Delegates has noted that the preservation of the American

system of private practice of medicine may well depend on the success or failure

of voluntary health insurance financing health care costs. One way physicians can

help assure the success of such insurance is to help patients with their claims

forms.

Doctor's Charges for Benefits Form Completion—November 15, 1967

Here is a reprint of an editorial from the AMA News for your use if either

a policyowner complains that he has been charged a fee by his doctor, or a doctor

charges your office for the completion of our usual benefits form. It should be

valuable' in amicably resolving any misunderstanding which may arise in this

area.
,

Our Company was permitted to make and use the reprint with the agreement

that it must not be a part of advertising material and with relation to only a

charge by a doctor for completion of our usual benefits form. Strict compliance

with these conditions is mandatory. As you know, it is our Company's practice

to remit the customary doctor's fee when a special medical report is requested

either by us or in our behalf by an inspection agency.

The following is a suggested transmittal letter to accompany the reprint if

the complaint is made by the policyowner who requests refund of his payment

of a doctor's fee for completion of the form:

Dear Policyowner (by name) :

Thank you for your letter about the charge Dr. made for

completion of your application for benefits form.

Enclosed is a reprint of an editorial concerning this matter which our Com-
pany has been authorized to furnish to you. It contains the oflicial policy of the

American Medical Association. We hope it will be helpful for cordial relations

between you and your doctor concerning the removal of the charge whicJi you

have reported to us.

Sincerely,

Mutual of Omaha—Individual Claims Procedural Manual—Part I

If the complaint is made to you by the doctor who bills you or informs you

that the form our policyowner has furnished to him will be completed upon

remittance, this transmittal letter is suggested:
Dear Dr. :

Your statement (or letter) concerning a charge for completion of our benefits

form for your patient and our policyowner, ,
was

unexpected.
Enclosed is a reprint of an editorial from the American Medical Association

News which our Company was authoriezd to make and use in this situation.

It is our Company's practice to remit the customary fee when a special medical

report is requested from a doctor. Otherwise, we are guided by the contents

of the enclosed reprint.

You are assured that we appreciate your cooperation in completing the

benefits form which was approved by the American Medical Association's

Council on Medical Service and the Health Insurance Council.

Sincerely,
R. L. McGargill, Vice President.

Franchise Group Contracts—Underwriting

This shows categories company finds unacceptable as good risks for fi-anchise

group contracts. Under franchise arrangements, group members are subject to

the same underwriting requirements as if they were issued individual contracts.

Franchise is not true group and is more of a marketing gimmick than group

coverage.***** * *

3.4 Other Mutual policies, such as the Good Neighbor series, cannot be written

in the same group v^dth special Franchise plans, except in certain special cases,

where arrangements are made prior to solicitation of the group. Any individual

plans authorized should be coded PRD or SCF for group identification.

.3.5 Special supplemental coverage riders have been designed for the.se plans,

and other individual type riders may not be used.
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^. Participation

There is no required participation, otlier than the necessary minimums, on
PRD and SCF groups except in New York ; however, to insure the successful
continuance of the group, maximum participation must be maintained. Regular
callbacks and contacts with new employees or members will help accomplish
this. ( See requirements for nonselective underwriting.

)

Any groups dropping below the minimums (PRD-5; SCF-10) will be subject
to cancellation if minimum strength is not soon achieved. Statutory require-
ments must be maintained.

5. General occupational qualifications

5.1 Because of the special features of these plans, certain industries may not
qualify. No applications should be taken on the following type groups until
cleared by the Home Office :

( 1 ) Junk dealers or scavengers.

(2) Logging or sawmill operations.

(3) Slaughter houses, tanneries or rendering plants.

(4) Mines and stone quarries.

(5) Lower class bars and restaurants. (Class A establishments with low
employee turnover may be considered but only after a statement fully de-
scribing the operation with employee turnover figures has been approved
by the Franchise Division. Do not submit applications with the statement.)

(6) Hospitals. (City, county or state hospitals are acceptable on dis-

ability and hospitalization provided employees cannot use the facilities. Other
ho.spitals are acceptable on disability only.

)

(7) Rest and nursing homes.
(8) Church congregations (some insurance departments may not recog-

nize as a qualifying group)

.

(9) Members of the clergy or religious order (these groups may qualify
for special tyi>e blanket coverages in some states )

.

(10) Any organization which is seasonal or has a high emplovee turn-
over will not qualify—APPLICATIONS ST'BMITTED FOR GROUPS
WHICH DO NOT QUALIFY WILL BE RETURNED.

6. Requirements for ''nonselective''' underwriting

6.1 Participation Requirements: (Special minimum for Colorado and North
Carolina.)
Right of selection on health can be waived if participation requirements are

met, but in both PRD and SCF groups, the Franchise Division i*eserves the
right to reject the group (as a whole) or underwrite it on a selective basis if

there is an excessive number of seriously impaired ri.sks.

Total employees/members: (under age
G4) Number of qualified risks:

5 through 10 100 percent of total
11 through 14 100 percent of total less 2
1.5 through 19 100 percent of total less 3
20 through 24 100 percent of total less 4
2.5 through 49* SO percent of total
50 through 74 70 percent of total
75 through 99 00 percent of total

100 or more 50 iiercent of total

*SCF groups with fewer than 25 members or employees must always be processed on a
selective basis.

6.2 Dependents : 80% of eligible dependents must apply.
6.3 Note.— (a) If "no selection" is desired on hospital coverage (121H/HF).

the above-required percentage (of those under age 64) must all apply for a
hospital plan. A "hospital plan" may include a 2716M rider attached to a 121DL-
122DL to satisfy the quota.

(ft) If "no selection" is desired on disability coverage (121DL-122DL), the
above-required percentage (of those under age 64) must all apply for a dis-
ahility plan.

(c) Unimpaired applicants may choose any plan or benefit (121DL-122DL-
121H/HF) within the regular maximum limits of the Company.
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Mutual of Omaha—Individual Claims Procedural Manual—Part I

Here is another indication of company's sensitivity about bacliground informa-

tion it collects. The statement by Ketail Credit Company about not giving the

impression that acceptance or rejection relied solely on the results of the inves-

tigation should be checked with the requirements of the Fair Credit Reporting

Act.

# * * * * * *

Confidential Information—November 15, 1967

Libel and slander, in essence, involve any written or spoken utterance of a
person which defames or injures the character or reputation of another. This

may come about through the release of personal or confidential information

concerning a policyowner. Often it will result in legal action against the Com-
pany, the investigating agency which may have secured the information, and
the indiivdual who released the information. Always it involves breach of good
faith.

Recent trends in legal decisions have not been favorable to defendants. This

makes it imperative that anyone entrusted with i>ersonal or confidential infor-

mation check to be certain such is properly protected.

Benefits requests always involve facts that are personal and therefore con-

fidential. It is proper that these facts be used in benefits administration. It fol-

lows that these facts should be known only to those persons who need them for

their work. The factual information is furnished on the understanding it will be

used in confidence. AVithout this understanding, the soui'ce of the information

may be closed.

Occasionally, others in the Company are given confidential information that is

not necessary to their purpose. Thus, directly or indirectly, the confidential in-

formation may come back to the person it involves. This results in bad feelings

and often in libel suits against all who may be involved. Any publication to per-

sons who do not have to know destroys the qualified privilege which gives some
protection in many jurisdictions.

Remember, inspection report information is largely what people say about the

subject. Inspectors and their sources of information are human. While most are

accurate, errors can occur. Even the truth cannot always be proved in court since

the informant may be reluctant to testify.

New employees should be trained in the necessity of protecting confidential in-

formation and the consequences of the unauthorized release of same. Experi-

enced employees should be briefed periodically on the confidential nature of

inspction reports or other information in file. Enclosed is a folder prepared by
Retail 'Credit which stresses the importance of protecting inspection reports.

The comments therein apply to any confidential information.

R. L. McGargill, Vice President.

Confidential Handling—How and Why

The need for information in passing on business transactions is recognized by
the legal principle of "privileged communications." However, the law requires

limited use and confidential handling

:

Reports should be accessible only to those who must see them for passing on
the transactions to which they relate.

Never reveal information in Reports to third parties including agents, sales-

men, or others who may initiate transactions on which Reports are obtained.

You can be sued as the publishers of the infonnation.
Never request a Report for a third party as an accommodation. The law affords

no protection.
Serious embarrassment and expense can result if subjects of Reports become

aware of the facts in the Reports or of the source. To prevent this, take the fol-

lowing precautions

:

Never give to persons on whom Reports will be obtained the impression that
their selection or rejection will be based solely on the result of investigation. It

is, however, satisfactory to tell insurance applicants that an investigation will

be made. In the case of applicants for employment or for selection as agents, it

is best to say nothing about an investigation. Inspection Reports merely supply
information. The selection or other action is taken by those who use Reports.
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When the subject of a Report is or will be in your office. Reports should be

under cover. Never talk to the subject with Report in hand.

Never give to subjects on whom action has been taken any impression that the

action was influenced by Report information.

Protection of Sources

The intimate information in reports is given to us in confidence. Any en-

barrassment of sources as a result of improper handling of reports immediately

restricts availability of the facts needed.

Police record information should be especially protected to preserve avail-

ability of this important source of confidential records.

Accuracy of Information

Since reports are made by and through fallible human sources, the accuracy

or completeness of information cannot be guaranteed. However, as determined

by our continuous reviews, a high degree of accuracy is achieved in our reports.

Agreement For Service

The legal hazards connected with reports, and the methods of obtaining in-

formation, explain a portion of the wording in our Agreement for Service

:

"All reports, whether oral or written, will be kept strictly confidential; no

information from reports nor your identity as the reporting agency will be

revealed to the person reported on or to any other person except a person whose

duty requires him to pass on the transaction in relation to v.'hich the report was

ordered. No information will be requested for the use of any other person except

with your written permission. ... We agree that the accuracy of information is

not guaranteed by you . .
."

• •••••
Careful observation of these precautions and the cooperation of users of the

service will result in mutual protection from litigation, and will help to keep open

valuable sources of needed facts.
Retail Credit Company.

Mutual of Omaha—Individual Claims Peocedueal Manual—Part I

This discloses company's position in supplying information to other insurers in

avoidance of violation of Sherman Antitrust law.

o • • • •

Inquiries From Other Insurers—Mat 1, 1970

We have received a number of questions relative to the information which

should be furnished on inquiries from other insurers. While we do want to main-

tain close cooperation with other insurance companies in this important func-

tion, care must be exercised to be certain any information which we provide is

not in violation of the Sherman Antitrust Law. With this in mind and from a

legal standpoint, the following rules were developed . . .

1. Claims personnel sending written responses to inquiries from other insur-

ance companies concerning our policyowners' claims records should divulge

only: (1) the benefits provided by the policy and (2) the amount of benefits

paid (itemization of the benefits paid, when requested, is permissible). Do not

reveal adverse actions such as rescission or rejections.

2. The names of physicians, hospital, the diagnosis, date of treatments, etc.,

can also be disclosed.

3. The results of independent investigations can be revealed but not the source

(e.g.. Retail Credit Company. I.S.B., etc.).

4. Claims adjustors should not work with an adjustor from another insurance

company in taking final action on a claim.

5. It is permissible for our Company to join with other companies in sharing

the expenses of investigations, physical examinations, etc. However, we cannot

participate in any session that could be construed as a joint action in reaching

a final decision as to the merits of the claims.

6. A personal review of our file can be granted to an authorized representative

of another company. The consideration for this review is based on not disclosing

the source of his findings and that our file must be subpoenaed if it is necessary

to prove a point in a legal contest.
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7. Information furnished, other than on benefits paid, should be restricted

to items concerning Mutual individual coverage. Requests for information on
coverage other than Mutual individual (excluding Group) should be referred

to the Home Office.

Most Group insurance contracts contain a nonduplication clause. This clause

states, in effect, that the payment of benefits under a combination of Group
coverages \^ill not exceed the total expense incurred. In order to coordinate the
payment of benefits, Group carriers use a standard inquiry form to exchange
information. The items requested by this form are in agreement with the Anti-
trust Law. Since the nonduplication of benefits involves only Group coverages,
these inquiries should be referred to the Group ofiice in your area.

R. C. Ellis.
Vice President, Claims Division,

Senator Hart. We welcome you, Mrs. Hentges. Please proceed.

STATEMENT OE MES. JUDITH HENTGES

Mrs. Hentges. My name is Judith Hentges. I live at 2639 Dove
Street in Dubuque, Iowa. I'm employed at the National Tea Co., and
have worked there for 8 years under a union contract negotiated by
the Ketail Clerks' Union Local 396 in Dubuque.

I mention the union because it has had a very important impact on
my life. If it had not been for my union's health and welfare program,
my family would have faced certain economic disaster.

My late husband came down with cancer 12 years ago, just after the
birth of our first child. I don't really want to live through all these
horrible details again. Just let me say my husband had 25 percent of
his body amputated before he passed away last August, after more than
11 years of total disability.

But coupled with his problem is the fact that my first baby devel-
oped hearing difficulty which has resulted in six major surgeries and
constant attention from the doctors.

He also has been down with such things as measles, meningitis, scar-
let fever, and an almost incredible number of other ailments.
The records of the union negotiator's health and welfare programs

show some interesting figures for me and my family.
Since August of 1968, the program has paid us a total of $13,202.26

in claims. These records show that there was a total of $2,526 which we
filed for, but was disallowed under the terms of the program. And it is

a very good program by all the standards that I Imow.
It pays far, far m.ore than what many of our friends receive. And I

shutter to tliink where I would have been if I had been working in a
nonunion store in Iowa, where health and welfare programs are prac-
tically nonexistent.

So, we had to pay out $2,526 from our own pocket, and it just wasn't
there. I remember my husband, Alan, being upset because we couldn't
seem to make out on his total disability payments through social secu-
rity plus what I was making.
The fact is that we sat down and figured it out. At that point I added

up all our bills for the year—gas, lights, rent, all the rest. Everything
except food. And we had spent $6,700. Br.t our total income was only
$7,200 for the year.
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That's because I had to take time off from work to be with Alan
while he was hospitalized for long periods of time at Iowa State Hos-
pital, some 90 miles from our home.
There were other expenses you couldn't begin to count, gas for the

car, food for me while I was at the hospital, dental and optical bills,

special costs for all kinds of emergencies.
Imagine we were trying to take care of my ill husband, four chil-

dren and my sister, who lives with us so she can babysit the children

while I work. That's seven people on $7,200. We just could not make
out.

And it was even worse when we had to go on welfare when Alan
first became ill. I wish I could communicate to you gentlemen the

terrible misery that effects so many working people like myself.

There is real pain when you have to ask your parents to mortgage
their home to bail you out and put food on your table. There is a

terrible sense of hopelessness and monotony when you have to go down
to the credit union for another loan, then another, and then a loan to

lump all these loans together and stretch it out so the payments don't

hurt so much.
My husband was ill, but that made him no less a man. He had to

sit there and not show the hurt when the bowling leagues took up a

collection on our behalf and when the gift shop circle at the hospital

paid a hospital bill off for us.

There were relatives and friends who came by with money, loaned

it or outright gave it. There was so much physical and emotional

misery in our family that my husband, himself, suffered from a gastric

ulcer before he died.

The strain has told on me too because I was in the hospital once for

treatment, and then for an operation on a duodenal ulcer.

All this happened between October of last year and February of this

year. And now the doctor tells me that he suspects that our 11-year-

old, Bret, is developing stomach problems, possibly even an ulcer.

With all the misery he's been through and seen in our family, I can

understand why this is so. I'm not here, however, to tell you my tale of

woe. I think we're confused in this country.

Most of my friends are insurance poor. They load up on health

insurance because they're terrified of having to face a $2,000 or $3,000

hospital bill.

This is repeated over and over among our friends. I think the trouble

is that we somehow have the notion that the insurance companies are

going to be able to solve our health problems. It simply won't work.

I've watched health costs rise and rise and rise again over the last

12 years. And while the benefits from the insurance companies rise,

it doesn't pay the whole bill.

Wlien you have to face up to $4,000 in unpaid health bills in less

than 4 years, as our family did, and when you eat your heart out try-

ing to pay this, and when the sick just keep getting sicker, then we
need a new system.

This country has to change its way of thinking about health. Good
health is not a privilege, it is a right. Every American, rich or poor,

has a right to this good health. I say to you that we need to pass a law
that makes good health care a right and a reality for all of us.

Let's turn off the misery that so many of us have been plagued

with all our lives. I am 30 years old, and I think I've seen enough
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misery for a whole lifetime. I hope you will make it possible for good
health care to be a right, not in the distant future, but right away,
in the rest of my lifetime.

Thank you.
(Mrs. Hentges' prepared text follows. Testimony resumes on

p. 1299.)
Testimoi^y

My name is Judith Hentges. I live at 2639 Dove Street in Dubuque, Iowa.
I am employed at the National Tea Company, and have worked there for eight
years under a union contract negotiated by Retail Clerks Union Local 390
in Dubuque. I mention the union because it has had a very important impact
on my life. If it had not been for my union's healti and welfare program, my
family would have faced certain economic disaster.

My late husband came down with cancer 12 years ago, just after the bii'th of
our first child. I don't really want to live through all the horrible details again.
Ju.st let me say that my husband had 25 percent of his body amputated before
he passed away last August, after more than 11 years of total disability. But
coupled with his problem is the fact that my first baby developed hearing difficulty

which has resulted in six major surgeries and constant attention from the doc-
tors. He has also been down with such things as measles, meningitis, scarlet fever
and an almost incredible number of other ailments.
The records of the union-negotiated health and welfare program show some

interesting figures for me and my family. Since August of 1968, the program
has paid us a total of $13,202.26 in claims. These records show that there was a
total of $2,-526 which we filed for but which was disallowed under the terms of
the program. And it is a good program by all the standards I know. It pays far,

far more than what many of our friends receive. And I shudder to think of
where I would have been if I had been working in a non-union store where
health and welfare programs are practically non-existent.

So y<fe had to pay out $2,526 from our own pockets. And it just wasn't there.
I remember my husband Alan being upset because we couldn't seem to make out
(jn his total disability payments from Social Security, plus what I was making.
The fact is that we sat down and figured it out. At that point I added up all

our bills for the year—gas, light, rent, all the rest—everything except food

—

and we had spent $6700, But our total income was only $7200 for the year.
That's because I had to take time off from work to be with Alan while he was
hospitalized for long periods at Iowa State Hospital, 90 miles from our home.
There were other expenses you couldn't begin to count—gas for the car, food for
me when I was at the hospital, dental and optical bills, special costs for all

kinds of emergencies. Imagine, we were trying to take care of my ill husband,
four children, my sister who lives with us so she can baby-sit the children while
I v^ork. Seven people on $7200. We just could not make out . . . and it was even
worse when we had to go on welfare when Alan first became ill.

I wish I could communicate to you gentlemen the terrible misery that affects
so many working people like myself. There is real pain when you have to ask
your parents to mortgage their home to bail you out and put food on the table.
There is a terrible sense of hopelessness and monotony when you have to go
down to the credit union for another loan, and then another, and then a loan
to lump all the loans together and stretch it out so the payments won't hurt so
much.
My husband was ill bvit that made him no less a man. He had to sit there

and not show the hurt when the bowling league took up a collection on our
behalf ... or when the Gift Shop Circle at the hospital paid a hospital bill for us.
There were the relatives and the friends who came by with money . . . loaned it

or outright gave it. There was so much physical and emotional misery in our
family that my husband himself suffered from a gastric ulcer before he died.
The strain told on me, too, because I was in the hospital once for treatment and
then an operation on a duodenal ulcer. All this happened between October of
last year and February of this year.
And now the doctor tells me that he suspects that our eleven-year-old, Brett,

is developing stomach problem.s—maybe even an ulcer. With all the misery he
had been through and seen in our family, I can understand why this is so,

I'm not here, however, to tell you my tale of woe. I think we're confused in
this country. Most of my friends are insurance poor. They load up on health
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insurance because they are terrified of having to face a $2000 or $3000 hospital

bill. This is repeated over and over among our friends.

I think the ti-ouble is that we somehow have the notion that the insurance
companies are going to be able to solve our health problems. It simply won't
work. I have watched health costs rise and rise and rise over the last 12 years.

And while the benefits from the insurance companies rise, it doesn't pay the whole
bill. When you have to face up to $4000 in unpaid health bills in less than four

years, as our family did, and when you eat your heart out trying to pay it, and
when the sick just get sicker, then we need a new system.

This country has to change its way of thinking about health. Good health

is not a privilege. It is a right. Every American—rich or poor has a right to good
health. I say to you that we need to pass a law that makes good health care

a right and a reality for all of us. Let's tui-n oft the misery that so many of

us are plagued with all our lives. I am 30 years old and I think I have seen

enough misery for a whole lifetime. I hope you will make it possible for health

care to be a right . . . not in the distant future . . . but right away . . . iu the

rest of my lifetime.

Senator Hart. Mrs. Hentges this is not to suggest anyone has taken

aim at us, so I'm not sajdng this defensively. I'm simply making the

warning that when we—as we must—become involved in discussions

oi: loss ratios, contract languages, and extent of coverage, return on
iiivested capital, there's the danger that we forget what it should be

all about.

This massive industry is the basic reliance that we have to insure

that families aren't destroyed as the result of illness or accident.

And it takes just a few minutes, really, to hear from you, that which
serves to remind anyone who has forgotten in the maze of the com-
plexity of the business, what we are really concerned about and what
we're tr^ying to do.

And your reminder is very sharp. It helps bring it all back to why
we're here. We may have to get from ]\Ir. Davis the answer to this,

but what was the experience in obtaining from the Xational Tea Co.,

tlie insurance coverage that you described? How long have the retail

clerks been able to offer that kind of protection to their workers ?

Mr. Davis. AVell, we've been early in on the wdiole health and welfare

held, and as she suggests, she's been covered for 8 years, since she's

worked for National Tea.

But the problem is that we deal basically with insurance companies,

and we find that this is a dismaying experience. Even though we nego-

tiate what are considered, you know, in the labor movement, to be

pretty fair contracts, in the most cases, it's only covering two-thirds

of the bill, and people are paying the balance of it out of their pocket.

Now, there are notable exceptions and meaningful exceptions. I

would suggest, for example, Co-op of Puget Sound, which is an ex-

cellent program because it comprehenses, prepaid, direct service group

practice program. It pays the whole bill. And this isn't negotiated by

the employer, perhaps, almost the same amount of money. The same

thing is happening with Kaiser-Permanente.

Those of our people who live in the area so they can be served by
Kaiser-Perm.anente are getting comprehensive care.

And while there may be some reservations, let's say aboiit the

methods that Kaiser uses, there's no question about the quality of

care. There's no question about the quality of care here in this city

under GHA, HIP in New York, any number of group practice pro-

grams across the country.
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The difficulty is that tliese are not acceptable to our people. There
is no way for her to be covered by a comprehensive prepaid group
medical practice program in Iowa. It doesn't exist.

In fact, there are State laws that prohibit this in many places. And
this has brought the retail clerks around to the position that we've
got to have a better system and a different system of health care.

We consider our present system to be a nonsystem, really. We need
a system that will take care of the kinds of needs that she described,
because we could produce horror stories by the hour. This isn't difficult.

They're there to be found, as you know, Senator.
Senator Hart. ]Mr. Sharp.
Mr. Sharp. Senator, I'd just like to ask Mr. Davis one question. You

were here, I take it, when Mr. Skutt was testifying ?

Mr. Davis. Yes, sir.

Mr. Sharp. AVe got into a discussion of coinsurance—deductibles.
In any of your programs negotiated having coinsurance, do they pay
full dollar other than the prepaid plan? I'm talking of indemnifi-
cation.

Mr. Da\t[s. There are deductibles along the way.
Mr. Sharp. Is there coinsurance ?

Mr. Davis. Describe coinsurance.

]Mr. Sharp. Describe it ?

Mr. Davis. Yes.
Mr. Sharp. Let's say the patient or the employee picks up the first

10 or 20 percent
Mr. Davis. Yes.
Mr. Sharp (continuing). And thereafter, the company pays. Now,

do you feel

Mr. Davis. Coinsurance is not all that common,
]Mr. Sharp. Pardon ?

]Mr. Davis. Coinsurance is not all that common, deductibles are.

My. Sharp. Deductibles are ?

Mr. Davis. Yes.
Mr. Sharp. This is with group plans I'm talking about.

Mr. DA\rrs. Yes.
Mr. Sharp. Well, we have examined many plans here, smaller group

plans that were submitted by the companies.
We have found 70 and 80 percent coinsurance clauses in the
]Mr. Davis. We have some.
Mr. Sharp. With small—

—

Mr. Davis. Yes. Correct.

Mr. Sharp. Do you feel that this is keeping people away from neces-

sary care ? When people have to pick up the first 20 percent, they kind
of shy away from wanting to go to the doctor, or go for early treat-

ment or diagnosis ?

Mr. Da\t^s. Well, it's been my experience that money is an o])vious

barrier to health care. You don't have to think about it too hard.
For example, I recall an expeiience that Kaiser went through some

years ago. They had a nominal $1 registration fee as you came in
for an office visit at the doctor's office.

And in order to expand the base on which they could operate and
to include more people whose total negotiated premium didn't amount



1284

to what they had for this particular phxn, they tried a different sys-

tem, and they raised the fee to $2.

Now, there's a study available on his. And they found a market
decrease in people goin^ in for attention simply because the fee had
been raised from $1 to $2.

But when you're talking about 20 percent, you're talking about,

you know, very large amounts of money. This is obviously a barrier

to care. People just don't go because they feel they can't afford it.

Mr, Sharp. Thank you. We appreciate it.

Mr. HaPvT. Mrs. Hentges. could you estimate the number of days
or weeks that your husband was actually hospitalized as a result of

the cancer ?

Mrs. Hentges. He was hospitalized around 3 months all together, a

little over 3 months. This was in 1961. And then about 2 months follow-

ing that, ind like a week at a time in between there.

And then, over the last period, he had six major surgeries before

he had his leg amputated, and he was in approximately another 4 or

5 months and then 5 weeks before he died, he was in the hospital at

the time.

Mr. Hart. Did you have any ?

Mr. CiiUMBRis. No questions.

Mr. Hart. Do you have any questions ?

Mr. Kern. I have no questions.

Mr. Hart. Mr. Sharp ?

]\Ir. Sharp. No.
INIr. Hart. Thank you very much again. In terms of the pages of

this record, your appearance will be very brief, but will give very
real meaning to this hearing.
Mrs. Hentges. Thank you, very much.
Mr. Davis. Thank you. very much.
]Mr. Hart. We will recess, to resume at 2 p.m.
('\'\niereupon, a luncheon recess was taken.)

(Documents follow. Testimony resumes on p. 1299).

The Health Care Crisis : A Study in Human Tragedy

Supplenipnt to the October 26, 1971. testimony of AFL-CIO President George
Meanr, Prepared by the AFL-CIO Department of Community Services

SECTION I

Case No. 1

Mr. and Mrs. Tim Olson of Sacramento. California, are too well off for Medi-

Cal, and too poor to pay their medical biUs. They face bankruptcy, have applied

for welfare, and are unable to pay for the medical care Mrs. Olson needs.

Mrs. Olson has been sick for three years, going from doctor to doctor to learn

what was wrong. Finally, after one surgery, five kidney infections, and a grow-

ing numbnes in her torso, the doctors diagnosed multiple sclerosis. Medical bills

will multiply as the disease progresses.

Tlie Olsons incurred $10,824.75 in medical expenses from 1968 to 1970. Of
that total. .$5,509.86 was paid by Blue Cross for hospitalization, and EME paid

$573.13. The Olsons have been trying to pay the balance of $4,598.10.

Case No. 2

An eight-year-old boy was seriously injured in an automobile accident which
killed his mother. The boy, paralyzed with a spinal injury, was not expected to

live. Because of his injury, he required a therapist and an inhalation machine
which has to be operated by a special technician.

The boy is still alive almost a year later. His hospital bill for the first six

months was $45,000, of which the insurance paid $17,000. He was then trans-
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ferred to a children's hospital, where his bill is $25,000 to date. His medical bills

average $5,000 a month.
His father earns $24,000 a year, and has paid $3,000 of the bills. Because of

these facts, the hospitals claim the family is not medically indigent, and must pay
the remaining $50,000 in bills.

Case No. 3

Samuel Terry, a steelworker from Hueytown, Alabama, has been ill and unable

to work since March, 1970. After four months out of work he began receiving

disability payments from the company. They then counseled him to apply for his

Social Security. He was turned down because they felt his disability was not

severe enough to be out of work.
Sam later reported back to his doctor for advice about his Social Security and

disability. His doctor re-examined him and reported to Social Security that his

arthritis, low blood pressure and diabetic condition prohibited him from holding

any type of job. He then reapplied for Social Security and was again turned
down.
During another visit to his doctor's oflSce, he suffered a severe gall bladder

attack and was rushed to the emergency room of the hospital. Three days later,

his gall bladder was removed. His ten days in the hospital cost him $1,767, of

which his insurance paid $460. His $300 savings also went toward paying the

medical bill.

He sees no way that he will be able to pay the remaining $1,000 of the bill. He
is 57 years old, unable to work, physically disabled, and in pain most of tlie

time.

Case No. If

A 47-year-old woman from Cadillac, Michigan, is suffering from intersictel

fibrous, a lung and respiratory disease.

Her hospital expenses are fully covered by her husband's insurance. However,
the insurance does not cover the other medical expenses, and the couple's bills

are mounting rapidly.
The woman requires 6 to 9 tanks of oxygen a week at $10 a tank, and medicine

runs $10 to $12 a week. Back bills amount to approximately $900. Her husband
nets $94.70 a week. They do not qualify for Medicaid I ; and Medicaid II, which
they receive, only pays for hospital care.

Case No 5

Ruth Endinger of Akron, Ohio, has been ill since September of 1965, when she
was forced to quit work at age 54 with a heart attack condition and excess
fluid which was alfecting her lungs and making her legs swell.

Since then she has been hospitalized four times, for a total of 93 days. The
bills have totalled $6,288.60, of which $1,722 was paid by insurance, leaving

$4,566.60 for the patient to pay.
Her total income is $189.80 per month. She is a widow and has two children

who are unable to help her. She visits the clinic one to three times a month. She
has been assisted by United Fund in paying for her medical care.

Case No. 6

Ethel Thomas, a widow, suffers from a heart condition, epilepsy, dermatitis
and ulcers. She has to care for her widowed mother, who is an invalid. Because
of her illnesses, she must pay a woman $45 a month to help care for her
mother.
Her mother receives Aid for the Aged, $302 a month.
Mrs. Thomas has hospital coverage that has paid all her hospital bills, but

she cannot afford to pay a private doctor and buy her medication. Therefore^
she has to go to the hospital clinic, at a cost of $20 or $30 a month.

She will require a great deal of medical care for the rest of her life.

Case No. 7

Albert Lambert of Terre Haute, Indiana, wrote about the hardships he and
his wife face because of their limited income and high medical expenses. They
have a Major Medical Insurance Policy with a $100 deductible clause. Their
monthly income is $158.80, since Mrs. Lambert had to quit working after

two heart attacks.
In 1968 their medical bills amounted to $764 ; in 1971 they reached a total of

$1,798.
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"With these bills and such small income it is impossible to pay the bills and
still be able to eat." Mr. Lambert wrote.

Case No. 8

A child, the family's third, was born with a congenital heart disease, hilateral

glaucoma 'and Sturge Weber disease. The cost of medical care for the first year
was $12,120 exclusive of transportation, lodging, etc., for the mother when fre-

quent hospitalizations in another city were necessary.
The family was covered by a fairly good major medical policy from the

baby's sixteenth day of life with a maximum of $9,000. With this coverage and
as much overtime as the father could get, the family managed. However, as
the cost climbed and overtime fell off, the family began what up to now has
been a fruitless search for financial aid. The child's cardiac and visual problems
will require constant, expert, expen.sive care all of her life. Because of com-
plications during catheterization preparatory to an attempt of cardiac surgery,
the child's leg has to be amputed.
An artificial leg, (on rental) must be replaced every 4.5 days at a cost of

$97, about $700 a year for this alone. Frequent periodic replacement will be
necessary until she reaches full growth.

Case No. 9

A 22-month-old boy from Jacksonville, Florida suffered from an immature
digestive system. He received medical care costing $2,9.37.30. Insurance paid
for $1,168.50, leaving $1,209.80 for his father, Clyde Walker, to pay. Mr.
Walker already works two jobs.

Case No. 10

A private businessman from Nebraska suffered from Hodgkins' disease over
a period of years. He had some medical coverage, but after it was exhausted,

he still owed over $5,000. As he had no earning ability at this time, the people
of his community raised money to pay part of his bills, and negotiated with
the doctors to forgive part of the bill.

Case No. 11

IMrs. Robert Miller of Jacksonville, Florida became ill in 1967. After inten-

sive tests, her condition was diagnosed and she was admitted into Baptist
Plospital for surgery. The bill for the tests and the 26-day stay in the hos-

pital was $6,263.90. The insurance company paid $1,124.25, leaving a balance

of $5,139.65 to be paid by the Miller's.

JNIr. Miller paid on the bills for the next two years, and reduced the bal-

.-ance to approximately $2,000. During this time the family was subjected to

constant harrassment by collection agencies and finally a law suit by one of

the doctors.
Being close to nervous breakdown and unable to pay, Mr. Miller filed

bankruptcy.
The Miller's current medical expenses are approximately $1,000 a year, and

they face the distinct possibility that Mrs. Miller will have to return to the

liospital for further surgery.

Case No. 12

A young couple with three young children is heavily in debt as a result of

medical and related expenses. The husband earns .$6,000 a year as a factory

worker, and cannot afford a telephone for their St. Paul apartment.

The wife recently had open heart surgery, and needed help in the home dur-

ing her long convalescence. They have some hospitalization, but nothing to help

pay the extra expenses related to her illness. They are not eligible for any
financial aid for their medical expenses.

Case No. 13

A steelworker's wife, dying of cancer, requires the services of an LPN. So

far this service has cost the couple $3,000, none of which is paid by their major
jnedical insurance.
They have borrowed $8,000 by taking out a second mortgage on their home,

but their continuing expenses will rapidly exhaust this fund.

Oo.se No. 14

Four-year-old Jeff Hall is deaf and retarded. His family's insurance is

exhausted, and they owe $6,000 for hospital and doctor bills.
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Case No. 15

Jack McCabe of Sunbury, Ohio, is disabled. His savings and insurance are

exhausted, but he still owes $1,250 for hospital, doctor and the oxygen which
keeps him alive.

Case No. 16

Jordan Luther of Columbus, Ohio, is disabled and a terminal cancer patient.

His wife is caring for him at home. They OAve a balance of $600 and have an
income of $40 a week. Their savings and insurance are exhausted.

Cose No 11

Paul Ruzicaska, Sr., is disabled and on Social Security disability. His savings

and insurance are exhausted, and he was forced to sell his home to pay doctor

and medicine bills.

Case No. 18

A 23-year-old former Lockheed worker at Marietta, Georgia, wrote that his

56-year-old mother suffered a stroke in 1966. She also had to have her left leg

amputated below the knee because of diabetes. Subsequently, her right leg was
amputed. At the same time she was losing the sight in her right eye and the hear-

ing in her left ear.

She had a little private insurance and was covered by a small group plan at

her husband's (the young man's stepfather) place of employment. Despite his

mother's condition, his stepfather's low pay and doctor's statements, he was
drafted into the Army. Meanwhile, her bills piled up higher than her limited

insurance could pay.
The youth finally received a hardship discharge from the Army and went to

work at Lockheed 'to pay off the bills. Last Summer he was laid off and shortly

afterwards his mother had to be hospitalized for a severe kidney infection. His

stepfather died late last August and his mother five days later. He is still strug-

gling to pay off the bills.

Case No. 19

The wife of a union member with cancer had two final periods of hospitaliza-

tion before death totalling 72 days at a cost of $11,104.30 or an average of $154

per day. Because of earlier admissions only 14 days were covered by insurance,

leaving approximately a $9,000 balance.

The member's income is $170 a week. He has four minor children to support.

He was not eligible for Medicaid because of his earnings.

One of the hospitals turned the account over to a collection agency. The agency

suggested the following arrangement : on a bill of $6,127.90, the finance charge is

$357.80, bringing the total indebtedness up to $6,485.70 to be paid off in ten

monthly installments of $648.57. His approximate monthly earnings are $730.

Case No. 20

The wife of a Textile Worker was hospitalized for two weeks, due to a miscar-

riage with complications. The hospital bill was $1,994, of which the insurance

paid $1,299. The worker owed the balance of $695. He was eligible for Medicaid,

and received payment for one week. The insurance company took so long to make
their payment that the time limitation for public assistance expired, and Medi-

caid would not pay the $425 remaining.

Case No. 21

John Wilkinson, Sr., of Groton. Connecticut, recently received notice from
Connecticut Blue Cross that his premiums were being increased. In the notice,

they said : "We fully realize that some members might find the new rates a finan-

ciai hardship. For this reason. Blue Cross offers you at this time only, the oppor-

tunity to select lesser coverage." Mrs. Wilkinson marked on the letter, "Isn't this

preposterous?", and sent it back to Blue Cross.

Case No. 22

Mrs. Virginia Staley of Terre Haute, Indiana, enrolled in a group insurance

plan in 1961, at a cost of $7.50 a month. In 1969. she retired and continued the

coverage with a great reduction in benefits, at a cost of $13.55 a month, the rate

for individual membership. She says, "In July of 1970, this premium was raised

to $15.29. I felt at that time that I could not hardly afford it. This year my pre-

mium has raised to $18.22. I know that on the small pension that I receive that

I cannot afford it for the coming year.
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Case No. 23

The 15-year-old daughter of a union member had to be taken to the emergency
room of a municipal hospital. She was admitted to the psychiatric service. The
father was asked for and gave all data on insurance coverage.

After a few days the parents were told that their daughter needed the kind of
care available at a voluntary psychiatric hospital and that the hospital would
assume responsibility for transfer. The process took almost 4 months.
She was in the voluntary hospital for approximately 3 months. The total costs

for the voluntary hospital stay was $11,660 or an average of $128 per day. The
major medical policy covered the first $9.000—its maximum. The balance was
paid by the father, who a year later is still paying for out-patient care.

Six months after the girl's transfer from the municipal hospital her father
received a bill for her stay in the amount of $10,772.30. Since she had been in

a municipal hospital, no Blue Cross insurance was applicable and the major
medical policy with a top limit of $9,000 had been exhausted by the voluntary
hospital stay. Total cost of seven months hospitalization was $22,432.
After months of effort the Central Labor Rehabilitation Council of New

York was able to have the $10,772.30 dropped but only with the help of the
State Attorney General's office and on the technicality that the hospital, in de-
manding complete data about insurance coverage, had created the impression
that the hospitalization would be covered. Also no financial inquiry or investi-

gation had been made at any time to alert the family to the indebtedness and no
bill had been presented until seven months after the transfer.

Case No. 24

A union member, unemployed, and collecting $70 a week unemployment in-

surance went for emergency treatment to a local hospital. Several X-rays were
taken and he was sent home with instructions to return the next day. He did
so and was admitted to the hospital where he remained three days. Emergency
room service cost $185 ; the three-day stay cost $900. Blue Cross would not pay
the bill as the admission was considered to be "for diagnosis only."

Case No. 25

A union member's child was born with multiple defects which necessitated
transfer to another hospital on the day following her birth. She was in the
second hospital for 17 hours before death. The cost : for hospitalization $600

;

physicians' fees $1,275 ; making a total of $1,935 for the 17-hour stay. None of
this cost was covered by insurance because of the limitation on the first 15 days
of life. Some reductions were made after weeks of negotiation by the public
health nurse, but here efforts to accomplish more were thwarted by the member's
fear of "causing trouble."

Case No. 26

When Mrs. Rudy King developed cancer in March 1965. she was insui'ed undei
a group plan with Traveler's Insurance Company. (The group plan covered
employees at the laundromat owned by Mr. and Mrs. King.) Travelers paid a
portion of the first medical bills, and immediately refused her coverage under
any insurance plan leaving a large doctor and hospital bill. The entire group plan
was dissolved.
Mr. King approached several insurance companies, but was refused coverage

on the basis of his wife's medical history.

Mrs. King has had a recurrence of cancer, has had radium treatments, and
is under constant care for problems resulting from the treatment.

Mr. King has now taken a job as a janitor.

Case No. 21

An individual belonging to a group insurance plan with Mutual of Omaha
Insurance Company had outpatient x-rays and then entered the hospital to

have his gall bladder removed. While in the hospital he received a letter from the
insurance company stating that they had received his claim for the x-rays, but
that he no longer had insurance with them as they had not received his previous
quarterly payment.
The man says he paid the premium, but had not received a cancelled check.

The insurance company did not send a second notice or a notice of cancellation
until he put in a claim.
The State Insurance Commission did a follow-up on the case and Reported

that in a group insurance plan the insurance company is not required to send
these notices.
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The man now has to pay a ,$1,087 hospital bill, and $84 anesthetist bill, and a

$420 doctor bill. Furthermore, he cannot get individual health insurance coverage

as he has a slight heart murmur.
He writes : "I literally cannot afford to get sick in any way. shape or form."

Case No. 28

Mr. N of Hastings-on-Hudson, New York, had to apply for financial aid to

pay his son's medical bills during 1970. Blue Cross had paid $3,507.95; Mr. N
still owed $1,605.39, and the hospital sent him notice that unless the balance

due them, $135, was paid within 10 days they were turning the bill over to a

collection agency. Mr. N earned about $7,000 during 1970.

Case No. 29

A 53-year-old woman had one cataract removed, and soon after faced an
operation on her other eye. Her insurance company cancelled her policy before

paying for the first operation—they had discovered she had diabetes. She applied

for financial help, but was turned down.

Case No. 30

Christopher Cramer is 18 months old and a mongoloid. He is also subject to

frequent respiratory diseases, and required a tracheotomy.
His medical bills are

:

Doctors—Children's hospital clinic $40
Dr. Stone 414

Dr. Awadalla 215
Dr. Hansel 150

819

Hospitals (Children's)
5/22/70—six days $703. 45

6/1/70—43 days 9, 114, 30
8/17—four days 530. 90
11/21—five days 868. 80

11, 217. 45

Because Christopher is a mongoloid, the family hospitalization—Continental
Casualty—refuses him hospital coverage.

Mr. Cramer is employed as a fireman, and has a net income of $525.22 per
month. Living expenses, including medical expenses total $665.63 per month.
The family is in desperate circumstances trying to pay these large bills, so

private agencies such as Central Hospital Bureau gives partial assistance.

Case No. SI

A Teamster forced to retire by a severe heart condition cannot get health

insurance. His income—a small pension and his wife's pay—is too high for

Medicaid. He is not old enough to qualify for Medicare. Last year his medical
and hospital bills were $3,000.

Case No. 32

A 54-year-old Delavan, Wisconsin, woman had to quite work because of

arteriosclerosis. Her group insurance won't accept her. She is not totally dis-

abled so cannot receive Social Security disability benefits. She is too young
for Medicare.
"What can a person in my predicament do except to urge Congress to pass a

bill for universal health insurance?" she asks.

Case No. 33

A 21-year-old man faces bankruptcy because of medical expenses—incurred
when his wife had a baby. He was discharged from the Navy a short while
before the baby was born, and thought that his service insurance would cover
the Itirth. A new law made this impossible. The couple has a large hospital bill

and two good sized doctor bills.

The husband is underemployed ; making just enough to be over the income
standards set up by public welfare agencies.

He is now faced with expensive surgery for the removal of a growth from
his ear, and will not be covered by insurance as he has not had his policy long
enough.
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CASES FROM THE HOTEL AND MOTEL TRADES COUNCIL OF NEW YORK

The Hotel and Motel Trades Council of New York has negotiated complete

doctor care and Blue Cross coverage for union members and their dependents.

In 1970, the cost of maintaining Blue Cross was a little over $3 million. The
cost of their Family Medical Center was $3,000,000. The total cost, almost $7

million, is between '^Vo and 5 iier cent of all payrolls in the hotel industry.

"Even though thousands benefit greatly from this program," a representative

of the Council has stated, "we find each year that we are operating at a deficit

and must re-negotiate for additional employer contributions to keep going. "With

other unions, we are torn between asking more money for the health fund or for

urgently-needed improvements to meet the rising cost of living.''

The following cases come from their records :

a. A telephone operator was hospitalized 21 days for a nervous breakdown.
Blue Cross paid for only two days. The balance of the bill—$2,342.90^-was paid

by her husband, an elevator operator.

b. The wife of a maintenance man in the same union was hospitalized for

Parkinson's disease in October 1968 and again for surgery in Decemljer. She
was discharged Jan. 16, 1969. Since most of her Blue Cross was exhausted in

October, it covered only $1,234.94 out of a total bill of $2,469.80. This left a

balance of $1,234.86 to be paid by her husband, whose take home pay is $103 a

week.
c. Luciano Valez will spend the next four years paying the balance of a ho.s-

pital bill—after Blue Cross and Medicaid had paid their benefits.

His wife was hospitalized in the spring of 1970. Upon her discharge, they

were confronted with a bill for $986.12. Blue Cross had paid $4,599.20. Since he

was over-income for Medicaid, he could only be considered under the "castrophic

illness program"—whatever remains after he pays 25 per cent of his annual

income. Medicaid, therefore, covered $310.63 of his bill.

Mr. Valez is a 50-year-old worker; his take-home pay is $84.33 a week. He
will pay $20 a month to Mt. Sinai Hospital for more than four years—provided

that he works all that time and no one else gets sick.

d. Sol Edelman is a 63-year-old elevator operator, who required hospitalization

for surgery on four toes. He exhausted his Blue Cross payments and applied

for Medicaid. He was rejected by Medicaid not bet-ause of his wages, but because

of his $46 a week disability payments. Mr. Edelman owes the hospital $221,

which he will have to pay out of his $80-a-week take-home pay.

CASES FROM IBEW LOCAL 640, PHOENIX, ARIZONA

Glynn Ross, business manager of IBEW Local 640, Phoenix, Ariziona, has

handled many cases in which the insurance company claimed excessive costs

for medical procedures and refused to cover portions of the bills. Mr. Ross

appealed the decisions on the basis that the patient had no control over the

charges and that it was clearly unfair to penalize him. In nearly all these cases,

he was successful in having the charges or the insurance benefits adjusted.

But a great deal of paperwork was necessary—for the doctors, the medical

society's insurance review committee, the insurance company and Mr. Ross."

These" are brief descriptions of some of these cases from the file Mr. Ross

sent us:
a. William S. Kantor. Sr., of Glendale, Arizona, was billed $1,373 for 14

days in St. Joseph's Hospital. His insurance company refused to pay $86.50 of

the charge for his semi-private room as it "exceeded the maximum amount
allowable."

b. Joe Sandoval was chai'ged $50 because his insurance company claimed

his surgeon's $250 billing exceeded the maximum allov/able by that amount.

c. Paul Bellanger received a surgeon's bill for $1,170 for his son's foot surgery.

The insurance company paid only $750 for the procedure performed.

d. Betty Berry was charged $75 for a hospital consultation, $15.50 over the

"usual and customary" fee.

e. Gary Downer's insurance company declined to pay $60 on his hospital

bill because hospital visits after surgery—regardless of need—are not covered.

f. Stephan Wallis was denied coverage on 50 per cent of his $200 surgeon's

bill because it "exceeds policy limitation for this procedure."

Insurance companies claim that refusing to pay charges "above the maximum
amount allowable" constitute "cost control." The insurance companies costs may
be decreased—^at the consumer's exi)ense—and yet the consumer obviously has
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no control over the charges. Regardless of whether the doctor or the insurance-

company Is at fault, the consumer pays. The only alternative is a complaint
which leads to massive amounts of paperwork for all concerned.

SECTION II

Case 'No. 1

A 62-year-old man developed heart troubles and had to retire. He drew $81
a mouth Social Security and could not afford medical insurance.

When he had to enter the hospital, $400 was the required deposit. His daughter
and her husband paid it out from the $700 they had saved over a 14-year period.

His son paid the rest of the $2,000 hospital bill.

Now he is diagnosed as having lung cancer. His daughter's husband. Larry
Kelley of Austin, Texas writes : "We have been to Social Security and they
say they can do nothing. AYe went to Welfare. They said that Medicaid does not
cover him. We pay taxes and we stand for Medicaid and then it doesn't cover
nothing . . . The children he has have spent all their money. The old man has
spent all his money. What are we going to do now? We can't just let him die."

"It seems to me, when a man has worked for fifty years and paid taxes, he
ought to be able to rest and take life easy without having to worry about having
enough money to pay some hospital or doctor."

Case No. 2

A disabled Vietnam veteran of Spanish-American origin in Albuquerque,
X.M., sent in a copy of an $11,283 bill he owes a hospital for care of his very ill

wife. He also owes nearly $5,000 to one doctor and lesser amourtts to five others.

He wrote

:

"3Iy wife just got out of the hospital. I have no way of any kind to pay
the hospital bill. Everyone tells me the bill is too much. I had to take my wife
out of the hospital because the bill was too much. She is very ill. Right now we
are staying with my wife's mother. I need help real bad."

Case No. 3

Clarence and Doretta Kirksey have medical expenses totaling $2.68.3 and a
monthly income of $433.73. Their regular monthly expenses are $471. Mr. Kirksey
does seasonal woi-k.

They have seven children, two of which are chronic cases. James, age 7. has a
kidney ailment, and Theodore, age 5, has convulsions. Six members of the family
go to an oi>en clinic, as they cannot afford a private doctor. They also have
had several hospital bills.

There is no money in this family's budget for medical care. Yet they cannot
receive any assistance from welfare because their income is over the budget
allowed for a family of nine.

Case No. 4
Mr. S had a leg operation and was out of work for two months. He then re-

turned to work, but after two weeks developed hemorroids. He had doctor and
hospital bills to pay, and current household bills. The welfare office told him
that he would be eligible for financial aid only if he had to stop work, and re-
ceived no income.

Ca.se No. 5

Mr. P^—very ill with emphysema—needed oxygen but couldn't afford it. The
nursing home he was staying in demanded mone.v before they would give him
any more oxygen. His wife appealed to the AFL-CIO Community Services of-

fice for help.
She and her husband had a monthly income of $330 from Social Security.

Medicaid was paying most of his expenses at the nursing home, but $37 a month
was deducted from the Social Security payment for the nursing home.

Mrs. P was referred to the city welfare office and was told that she "should
speak with her husband's physician to see if his medical needs could be re-
evaluated for hospital care since they cannot supplement."

Case No. 6

'Mrs. Warren S has been sick—with diabetes, high blood pressure, shoulder
and eye problems. She is unable to work. Her husband earns $1.75 an hour, and
is not always able to work 40 hours a week. They have no insurance, and applied
for financial aid to help with medical expenses.
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Their average monthly income of $135 is not adequate to cover their regular

expenses—$225 a month, including drugs and doctor bills. They also owe back

medical bills of $495. ^ „ .

They had applied for aid previously, and received the followmg advice

:

Welfare : If you weren't working, we could help you.

Indian Agency : Quit work and go back to the reservation and we can give

you some help.

Welfare has since issued them a card to cover their medical expenses and to

pay three months of back bills.

€ase No. 7

An elderly woman was transferred from a hospital to an extended care facil-

ity for rehabilitation following a moderate stroke. At the time of the transfer

the fiscal intermediary's office for Medicare said the care would be covered

under the program. Several months later she received a letter of denial of pay-

ment from the Medicare intermediary. The bill for care came to over $3,000.

The elderly woman committed suicide. The note she left directed her sister to

use the life insurance money to pay the bill. Suicide was the only way she could

see for the bill to be paid.

€ase No. 8

yiary Toe was admitted to the hospital for surgery for a blood clot in her lower

left leg. Two days later the right leg had to be operated on also for blood clots.

Further examination showed that she had a faulty valve in her heart that

was causing the trouble. Heart surgery corrected the problem, and left Mary
with $13,000 in medical bills.

Case No. 9

Mrs. Donald Nelson of Sioux City was admitted to the intensive care unit of

a hospital with a rare disease known as "Gullian Barre Syndrome". The disease

Las affected every muscle in her body, leaving her weak and helpless.

Medical expenses total $400 per day in the intensive care unit. After three

weeks she was transferred to a regular hospital room for perhaps two months

at a cost of $50 a day.
Sioux City residents are ti-ying to raise funds to help the Nelsons with medical

expenses.

Case No. 10

A 58-year old widow from St. Paul is suffering from severe anxiety and
depression, brought on by financial difficulties and health problems.

She gave up her job as a cleaning woman because of illness six months ago.

She owes $9,000 on her house and says she will commit suicide if forced to

leave it. Veteran's Assistance pays her $80 a month while she Is ill, and she

receives welfare payments. She is not eligible for welfare assistance for medi-

cines or fees for a private physician, and faces high unpaid medical bills.

Case No. 11

John Absten, Jr., wrote about the financial problems created by his wife

Susan's illness. Susan suffers from a bone disease, dysplasia, and was hospital-

ized four times for surgery over a year and a half. At the time he wrote, Susan
was about to be sent to the Mayo clinic for treatment. A trust fund had been set

up in Tacoma, Washington, her home, to raise the necessary money.
Mr. Absten writes: "A great deal of money (all that I have been able to

earn ) , has been spent on related bills.

"Our creditors keep pressing us for payment, so we have a continual output

to doctors, hospital, anesthetist. X-ray and lab technicians, and drugs.

"My work as a carpenter apprentice is seasonal, so any extra money must be
saved to live on during the winter. However, we haven't had any extra money,
so with our two children we are living in a small one bedroom rental."

"I'm afraid this isn't going to get much better in the near future, as more
hospitalization for my wife is imminent."

€a.seNo. 12

A man with no insurance had a coronary and was taken to the hospital and
given emergency treatment. TJie doctor wanted to place him in intensive care

but the patient did not want to enter the lOU because of the high cost. The
doctor agreed, against his better judgment.
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Case No. 13

William Pender had cancer for 21/2 years. When he died in November, 1070,

he left medical bills totaling $8,418.10. The most recent bill was for 28 days at

the City Hospital, $6,228.15. There was no hospitalization insurance.

His wife now faces years in debt to pay all these bills.

Case No. 14

Aaron Carroll of Columbus had cancer of the brain. His hospital bill was $831

and miscellaneous medical bills were $170, a total of $1,001, before he was

transferred to a Veterans hospital. He had no savings and no ihsui-ance.

Case No. 15

The Alexander family has faced serious medical problems and high medicffl

expenses since their first baby was born in 1960, with a very small income. Mr.

Alexander passed away in 1969 from tuberculosis, leaving Mrs. Alexander with

seven small children. The family received ADC until Social Security was ap-

proved. Their income from Social Security is now $369.90 per month.

The children all receive medical care at the Children's Ho.spital Clinic. Janet,

age 10, has a kidney infection. Marvin, age 9, has asthma, Donald, age 8. had

warts on his hand that became infected. Darl, age 7, spent time in Children's

Hospital, and in the intensive care unit for a tracheotomy. Carol, age ."). has

stomach trouble, and Karen, age 2, had an eye condition. Valerie died of burns

in early 1970 Mrs. Alexander had a hysterectomy, and was hospitalized for 9 days.

She was also being checked for TB and cancer. The bill was $773.85.

Due to low income, this family will always need free medical care. Yet their

income from Social-Security is too high for them to receive welfare.

Case No. 16

Carter Wyatt, age 19, works at a laundry. He takes home $278 per month.
Mrs. W^yatt,' age 18, bore two children in 1970. Carter Jr. (2/1/70) and Matt
10/13/70).
They owe the following medical bills :

Doctors $ 3.55.00

Hospitals
1/29/70-2/5/70^—Mrs. Wyatt .532.85

2/2/70-2/12/70—Carter, Jr 233.00

10/13/70-10/16/70—Mrs. Wyatt 230.00

10/13/70-11/12/70—Matt 2,872.00

$4,222.85

Case No. 11

The Sellers family has a total monthly income of $442—which includes daugh-
ter Leatrice's pay, Mr. Seller's sick pay from Cariienter's Union, and Mrs.
Sellers' earnings from day work. The family's living expenses, including payments
on bills is $679 a month.

Mr. Seller's has a kidney condition, ulcers and is anemic. The last ho.spital

admission was for gastro-intesti nal bleeding.
Medical bills

:

Doctors $529.00 and $686.86.
Hospital 3.276.45 (12/4/70-1/4/71)
Including other bills, this family owes $5,991.31.

A 59-year-old man—confined to a wheelchair with peripheral neuropathy—has
high medical expenses, low income from Social Security, and no medical coverage.
He should have a monthly medical check-up, has a bill of $600 with a neurologist

and a large bill with a surgeon. He had much difficulty obtaining a medical
check-up, which he finally obtained by personal contact with the neurologist, who
did not agree to continue treatment.
He can obtain Medicaid for hospitalization, but not for transportation (he

has no car), doctor's visits, medication or appliances.

Case No. 19

Mrs. Russell Tooze of Fi-esno. California, entered the hospital Mar6h 6, 1970
for surgery. She caught a cold while in the hospital and was sent home to recover
(her husband was billed for this period although it was the hospital's fault she
couldn't undergo surgery). She was hospitalized again on March 18 and dis-
charged April 8. She became ill immediately and re-entered the hospital on
April 10. She was discharged April 13. The bill for these days was $2^000.56, not
including doctor's fees.
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She was admitted to the hospital again on May 7, and died May 24 of cancer.

The bill this time was $3,737.92.

Case No. 20

A student with Hodgkin's disease requires medical care which is expected

to cost about $35,000. His family has exhausted its income on medical care for his

mother to the point that they cannot afford health insurance. The doctors will

not take the case until $25,000 is assured. The community and fellow students

at the University are putting on benefit drives to help raise the money.

Case No. 21

A couple from Detroit, Michigan face medical expenses they cannot possibly

pay. The husband, age 59, suffers from arthritis and must visit a physician twice

a week for gold salts injections. The wife had a mastectomy in 19<:>2 and still

requires some drugs. Medications alone cost $900 a year—of w^hich one-third is

paid by the Michigan Cancer Foundation's Colony Club.

The' couple is unemployed. Their monthly income of $341.30 comes from a

pension and Social Security disability payments.

Case No. 22

Rudolph Gottfried of Columbus, Ohio, is totally disabled and has been bed-

ridden for nine years. His wife cares for him at home as a nursing home is too

expensive. No insurance, no savings. Their total income is $177 per month. They
still owe the hospital $350.

Case No. 23

The Clear family visits public health facilities because a private doctor will

not take this family due to low income. Yet the Claars still face medical bills

they can't afford to pay.
Mr. Claar has been disabled since 1962, received welfare benefits until 1969,

and since then has received Social Security. Mrs. Claar has a fifth grade educa-
tion and has never worked outside the home.
The family's montlily income from Social Security is $306.80 ; their monthly

expenses in the home $364.26.
Mr. Claar suffers from emphysema and bronchial asthma. Mrs. Claar has higli

blood pressure, a thyroid condition and a kidney infection. She has had surgery
three times since 1967. Terry, age 13, has a spinal condition and eye trouble. He
wears corrective shoes and needs his glasses changed every year. He may have
muscular dystrophy.
Their medical bills are

:

Children's hospital (3/29/70-4/1/70) .$40S. 00
Clinic visits .350. 00

$758. 00
Case No. 2Jf

A 28-year-old woman who had been receiving care from a private physician
during pregnancy went into a private hospital in the last stages of labor and
delivered. The husband had abandoned her and the tliree older children a month
or so prior to delivery. The hospitalization insurance was no longer in effect and
she had no funds. She was discharged from the hospital two days postpartum
despite the fact that she had a diflicult delivery. She went home with $22 worth
of prescriptions and with what appeared to be severe draining perineal infec-
tion. She had no money either to buy the medications or food for the new infant.

Case No. 25

A child had open heart surgery in December 1970. Hospital and doctor bills
amounted to $4,000. The family had no hospitalization, and no agency could
assist with the bill because of the family's income. Therefore, the family will
be paying the bill for many years.

Case No. 26

The 23-year-old son of a postal worker was injured and was not covered by
the family hospitalization policy. Doctors say he will never leave the hospital
The father signed to pay the doctors and hospital. The bill is now over $10,000
and still growing.
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Case No. 27

Mrs. O lias asthma and a bad back, and has had a cancer operation. She
wants to work but has not been able to find a job. Her husband earns $75
a week. Their medical expenses have been very heavy—and they are now three
months behind in their rent and are running out of food. The city welfare told
them that their income was too high to receive aid.

Case No. 2S

Mrs. E's two children were seriously burned, one died soon and the other was
not expected to live when the appeal for aid was made. Mrs. E had no insurance,
and a friend was trying to help with expenses by putting out a contribution jar in
her store.

Case No. 29

A woman with seven children and two grandchildren living at home appealed
for financial aid so she could pay for medical care for her husband. He had been
ill for five months. When he went to the medical center for care he was turned
away. The wife's take home pay was $92 every two weeks.

Case No. 30

Mrs. P had an auto accident in 1967. Her medical bills were very high and she
couldn't work. Her husband earned $400 a month. They had one child sick with a
brain tumor. Their credit rating was poor, they needed better housing, and
they owed two loan companies plus the hospital and doctors ; so they were forced
to apply for welfare.

Case No. 31

Ofiicer C.—a police officer for 12 years—needed financial aid to help pay his
wife's expenses on a kidney machine, and her hospital bills. She has been
hospitalized for 32 days. The kidney dialysis machine will cost them between
$3,000 and $4,000, and maintenance runs at least $1.50 a wef>k. The Order of
Police has been helping with the doctor bills, but cannot keep up with the huge
expenses for the machine.

Case No. 32

Mabel Colvin of Addison, New York, entered the hospital on November 30,
1969 with a broken hip, and was dischai'ged March 7. Three-and-a-half months
after discharge, she received a letter from the hospital saying Medicare had paid
her expenses from November 30 until February 5, but that the final month of
her stay was ineligible for Medicare benefits. Therefore, she owed the hospital
$1,094.40.

Her daughter. Mrs. Doris Bliss, wrote to ^Medicare to find out why they
wouldn't pay. They replied that "she did not require skilled nursing care on a
continuing basis according to the Medicare regulations." Yet Mrs. Colvin's
physician had refused to release her because she had developed a heart condi-
tion. The daughter appealed the decision but Medicare stubbornly maintained
its original position.

Mrs. Colvin passed away in early 1971, and the daughter now faces paying her
hospital bill of $1,094.40. Mrs. Bliss wrote to a local union, saying "perhaps
with the help of a union like yours working on this, something can be done. It

is hard for older people with little or no money to be stuck with a bill of several
hundred or thousand dollars."

SECTION III

Case No. 1

Mrs. Marilyn Osborne—age 21—died two weeks after she was refused admis-
sion—although she was in active labor—to Prestonburg, Ky. General Hospital.
Her baby was born at home 15 minutes after she returned from the hospital. She
said the hospital would not accept her insurance or a personal check. "I think
it was awful to call the city police and run us off,'' she wrote before her death.

Case No. 2

"When you don't have any money or insurance, they can give you lots of
advice but you won't get any help." These are the words of a woman who should
know—she is now a widow because no one would help her husband.
Her problems began in November when her husband, an alcoholic, became

seriously ill. She called a hospital clinic and was told to bring him there. She
didn't have a car or the money for an ambulance, and the fire department re-
fused to take him to the hospital because the situation was not an emergency.
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A friend helped her carry her husband to the friend's ear. When they arrived

at the hospital, they learned that there would be a long wait and a $5 fee. They
did not have $5 and so they left.

A few weeks later she took him back to the hospital emergency room, although

she had no money, because he was so sick. A doctor gave him a shot and sent him
home. She wasn't able to pay that bill.

In January her husband became desperately ill. "His stomach was swollen

so he looked like he was nine months pregnant. He was yellow and was so

weak he couldn't get out of bed," she said.

She called a doctor. He came and looked at the patient, and said he had a

"sick liver" and wouldn't live a month unless he was in the hosptial. The doctor

told the woman to call the welfare department.
The welfare department told her that her income of $1.75 an hour disqualified

her for aid. "I told them I didn't want nothing for myself I just needed help

for my husband," she said.

The next day her husband appeared to be getting worse. She called a hospital

again, and was told to make an appointment the following week at a clinic. She
tried another hospital but was referred from one number to another. Finally

she reached a woman who offered to help. This hospital worker attempted to

reach a doctor who specialized in treatment of alcoholics, but he was out of

town.
A few hours later her husband died.

"I didn't know where to turn," the widow said. "I was stopped and always
referred back to welfare."

Case No. 3

United Auto Worker's Local 863 purchased a kidney machine for one of their

members because there was none available in Cincinnati at the time. The ma-
chine was set up in the hospital where he was a patient. Supplies to use the

machine amounted to approximately .$100 a month. The hospital refused to fur-

nish these supplies until a standing bill of .$400 was paid. Another collection

had to be taken from his fellow employees to pay the bill. The maciiine was
donated to the hospital after the man's recovery.

Case No. 4
An Ontario, California, wife in a family of limited income, reports that for

five years she has tried to find a doctor who will accept her as a regular patient.

Medical Association officials in the area have told her they know of no doctors

accepting new patients.

Very concerned, her children sent her back to her former doctor in New York.

He found she had a sprained back, abdominal tumors and a cyst on her face.

Armed with the New York doctor's written diagnosis and prescriptions, she tried

unsuccessfully to get five different doctors near her California home to accept

her. She couldn't even get her New York prescriptions filled on grounds the

New York doctor v\as not licensed in California.

Cffse No. 5

Mrs. D. is an 18-year-old expecting her first liaby. She has no private insurance.

She has been seeing a private physician and planned to deliver at a private

hospital. When she realized she would not have enough money to pay a private

hospital bill, she attempted to discuss the possibility of delivery at the county

hospital with her physician. He told her she would not be allowed to deliver there

since she had already been seen by a private doctor. He became so angry with
her that he left the room without continuing the discussion or even telling her

when she should return to see him. She was advised by the public health nurse

to telephone the hospital's social service office.

Case No. 6

Mrs. H.'s 2-week-old infant, was seen two times at a county hospital and told

he had a "fungus infection". He became worse, sounded congested to the mother.

She had an older child also who "somids like she has bronchitis". She has calh^d

ten doctors. She was either told they didn't take patients on such short notice,,

or wouldn't take Medicaid recipients. She was given three physicians to call

and instructed to call the public health nurse if she had no success.

Case No. 7

Mr. P. is in a work training program. He had only been in Polk County for six

weeks when his wife developed acute abdominal pain. He was told by the County
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Hospital personnel that she could not receive treatment there because they are-

not Polk County residents. He had a list of suggested physicians from the

County Medical' Society. He had called all of the physicians the Society sug-

gested and none of them would see the patient. He was given the names of three

doctors the public health nurse was certain would see he;- and instructed to call

back. One of the physicians finally did agree to see her. (The husband wasted,

approximately four hours in his attempt to locate a physician.)

Ca.se No. 8

A Des Moines widow in her early 60"s was injured in an auto accident in

Minnesota. She was hospitalized there for a month with both legs fractured in

several places.

The legs were in casts when she returned to her Des Moines apartment by
ambulance. The physician who cared for her in Minnesota was supposed to write

a letter of referral to a Des Moines physician, but he left for Europe without

sending the referral. For days she called physicians' otiices but no one would,

make a home visit. She was told to come into the office.

In desperation she called the public health nurse who made a home visit. The
nurse personally contacted the Medical Society. A physician finally did make a

home visit, and prescribed needc-tl medication and took the responsibility for

getting medical records from Minnesota.

Case No. 9

A 58-year old man with a i-adical stomach and bowel resection due to cancer

was discharged from University Ho.spital in Iowa City. A social worker referred

the patient to the Public Health Nursing Association via telephone. The patient

was on his way to Des Moines by ambulance at the rime. The nurse arrivefi along

with the ambulance and the patient. The ambulance attendants were unloading
him onto a mattress on the floor. The apartment was in deplorable condition

and his wife was in an alcoholic haze.

Somehow the medication for pain had been left behind in Iowa City.

The couple were not receiving public assistance. He had been imable to hold a

regular job for over 9 months because of his health. Xo one had told them about
applying for Social Security disability.

Tlie County Hospital had no report from University Hospital as to the type

of surgery or necessary medications. In any case, they would only prescribe

medications for patients examined there. Numerous physicians were called, but

no one could or would make a home visit. The Social Worker sought unsuccess-

fully for several hours to contact a staff physician in Iowa City.

The patient's pain became so severe by late afternoon that he had to be sent

to the County Hospital by ambulance to receive medication for pain relief.

Case No. 10

The police called and asked for public health nurse assistance in getting a
patient upstairs to her apartment. The nurse found 2 policemen and 2 ambulance
attendants attempting to lift a 300-pound, 3S-year-old woman up a narrow stair-

case. She was discharged from a local hospital 10 days following bilateral hernia

repair. The abdominal incisions were both open and draining green purulent
drainage. The woman was receiving ADC, and because Iowa Medicaid was a

10-day hospital inpatient limitation, she was sent home from the hospital. The
woman had a severe staph infection. The public health nurse talked with the

physician and he ordered that the wounds be irrigated daily by the nurse with
Hydrogen Peroxide. After several days the nurse could see little improvement.

She called the physician again. He reported tliat there had been no laboratory

culture and sensitivity of the drainage done in the hospital. In order to prescri'ne

antibiotics which would be appropriate this should be done. The nurse took

drainage specimens and arranged for a laboratory to run the needed tests. On
the basis of the laboratory reports, antibiotics were finally ordered 8 days after

her hospital discharge. It took another month of daily irrigations to get the

abdominal incisions healed.

Case No. 11

A woman from Oakmont, Pa., is desperately in need of a kidney machine, but

is unable to purchase the machine, due to its cost. The hospital told the woman
she must have 20 percent of the $15,000 cost before the machine can be delivered.

The family has major medical insurance, but does not have the cash to buy the-

machine.

90-319— 73—pt. lA 4S
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"Case No. 12

A member of the Glass Bottle Blower's Association is being treated for aller-
gies, at a cost of $33 per treatment. The state of Illinois would pay $17 on each
treatment, but the doctor insisted on cash payments.
The patient has been sick and out of work for a year. He receives a Social

Security pension, has applied for a disability pension and needs the State aid.
Equally as tragic are the case of people who don't even try to obtain medical

care. They don't know what help is availalile, and those agencies and medical
facilities that might be able to help don't know they exist.

Improving the coordination of welfare agencies and developing neighborhood
heairh centers miglit save some of these people. When the idea that health care
is a right becomes a reality, the poor will know enough to seek help when they
need it.

€ase No. 13

Robert Ellis—a nine-year-old Louisiana Boy—died of starvation on Thanks-
giving Day, 1969. He weighed 30 pounds. His five brothers and sisters were all

luidernourished and drastically underweight. Police took the dead boy and the
five other children to General Hospital. The five will be sent to a home for
dependent children when they leave the hospital.

The mother, ]\Irs. Ellis, receives a monthly welfare check for $179. Her hus-
band said he makes between $4 and $10 a day as an odd-job repairman. The
parents said they have little money left for food after paying the bills.

Cafte No. 1^

A 9-montli-old girl's toe was gnawed off by a rat in a Louisville apartment
in April, 1970. She also had deep rat bites on two other toes and suffered from
an apparent malnutrition problem, in the form of anemia. The mother. Rose
Ellis, said she had never had a job and had been turned down by welfare be-
cause tlie man who shared her apartment made too much money.

Ca.<<e No. 15

In February, 1970. elderly Mattie Davis died of pneumonia. She weighed SO
pounds, was partially blind and deaf, and had been ill, without receiving care,
for about three weeks.

"I couldn't believe that nobody was aware of her condition," a social worker
remarked. "Everyday, all around us in this neighborhood, people are dying slow,
quiet deaths."

SECTION IV
Ca.^e No. 1

Luis, a Puerto Rican Steelworker. was hurt in a mill accident resulting in the
loss of three toes. He received workmen's compensation, and the company doc-
tors performed the amputation and gave satisfactory treatment.

Five days after the amputation, Luis' family doctor, a fellow countryman,
heard of Luis' misfortune and visited him at the hospital. Almost every day,
for the next 34 days, the doctor had a friendly visit with Luis. A week after
Luis was released from the hospital, he received a bill of $340 from his good
friend.

Case No. 2

Mrs. Charles Adams lost her husband in February of 1970. Medicare paid
for all the hospital costs, yet in August she received a letter from a collection
agency in another town stating that a doctor was about to sue her for a bill

owed by her husband. She said he had not seen a doctor there or even visited
the town. She says of the incident, "I have heard from others that they too have
had the same things happen to them and I think that more people should be
aware of this practice."

Cffse No. 3

William Adams of Terre Haute, Indiana, accidentally burned his hand. He
went to the hospital for treatment, and his insurance paid the ho.spital. Later
Mr. Adams received another bill from his doctor for $18 for an oflfice call to
change the dressing. Mr. Adams says: "I'm sure the doctor knew that I had
insurance when he sent me the bill. When I asked him about the bill he made
the statement that I shouldn't worry about it since he was sure the insurance
would pay for it, which they did."
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Case No. 4

Edna Dean was sick with vomiting and entered St. John's Episcopal Hospital

in Brooklyn as an emergency case. She spent 9 hours in the hospital and was

charged $319. The hospital refused to supply a detailed itemization of this bill

and said a court subpoena would be necessary.

Casie No. 5

A man in his early 40s. with three small children was admitted to a municipal

hospital where he remained for 251 days at a cost of $23,887.43, an average of

S95 per day. His insurance provided a flat daily rate which covered only i/^ of

the cost.
.

The patient's and his family's distress was aggravated by their inability to

collect disability benefits because of the hospital's failure to send the necessary

reports. The reason given was that no diagnosis had been established. Through

the efforts of a medical consultant, an intensive work-up was done which re-

vealed a malignant tumor of the hip with metastasis.

Tlie patient died within five weeks and the Central Labor Rehabilitation Coun-

cW of New York negotiated for a cancellation of the bill. Their medical con-

sultant's criticism of tlie quality of care was so severe that the hospital feared

A possible suit for malpractice.

AFTERNOOX SESSION"

;STATEMENT OF THE HEALTH INSURANCE ASSOCIATION OF AMER-

ICA BEFORE THE SENATE SUBCOMMITTEE ON ANTITRUST AND
MONOPOLY, PRESENTED BY LESLIE P. HEMRY

Senator Hart. The committee will be in order. We are resuming this

.afternoon and we will receive the testimony of the president of the

Health Insurance Association of America, Mr. Leslie P. Hemry. Mr.

JHemrv.
Mr. Hemry. Thank you.

Senator Hart. We will order printed in the record your prepared

statement and anything that may be attached.

(The full statement follows. Testimony resumes on p. 1315.)

Statement of the Health Insurance Association of America

My name is Leslie P. Hemry. I am President of the Health Insurance Associa-

tion'of America. With me are John P. Hanna. Vice President and General Coun-

sel. Louis A. Orsini, Director of the Health Insurance Council, and David Rob-
bins, Director of Statistics and Controller. The Association has 321 member in-

surance companies which are responsible for 84 percent of the health insurance

written by insurance companies in the United States during 1971.

This statement provides a summary of the performance and accomplishments
of insurance companies in the following areas of health care and its financing:

service and growth of coverage, scope and adequacy, administrative expenses,

cost and quality control, and compliance with state regulation. The statement also

indicates where we feel the record must be improved—and just how we propose
that this be achieved.

It is acknowledged that our health insurance system needs to be strengthened

and examined in terms of its relevancy to the health care needs of today. New
-concepts are emerging from the health insurance business and our activities and
interests are broader than the financing mechanism alone. There are problem
areas in our health care delivery system. These problems often interact with one

another to create further distortions in the system.

AVe may not all agree on what is cause and what is effect in this area. We may
not agree on the extent, solution or priority of any one problem. We cannot fail to

.agree, however, that our health care system needs attention and what is right

.about the system should be preserved and what is inadequate should be corrected.
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The Growth and Distribution of Private Health Insurance

A prime test of any business is product acceptance in the market place. The
steady year-by-year growtli in the numbers of people protected, and benefits

paid out, by private health insurers is a clear indication that it is valued by the
public and has vporked to their advantage.

In 1940, some 12 million people in this country had hospital expense protection
(only nine percent of the civilian population). By 1950, the proportion had grown
to 51 percent and, by I960, it had reached 77 percent. As of December 1970, some
170 million persons, over 90 percent of the civilian population below age 65, ac-

cording to our estimates, were covered for some or all of their hospital expenses.
Of the total with such coverage, over 107 million were protected by insurance
companies.
The growth rate of surgical and non-surgical medical expense coverages has

been of the same order of magnitude. From a mere five million persons covered
in 1940, surgical expense protection had been provided over 162 million persons
under age 65 by the end of 1970. (Of the total, about 100 million were covered by
an insurance company policy.) For non-surgical medical expense coverage (pro-

tection for doctor visits and diagnostic x-ray and laboratory expenses), the
growth over tlie 30-year period was from three million people to 137 million

(some 76 million of whom were under insurance company policies). It is sig-

nificant to note that the business continues to grow.
These coverages—essentially, hospital-oriented—were appropriate for their

time, and health services still tend to revolve around the hospital as the cer.ter

of medical technology. Rising demand for these services, coupled with increased
wages, complexity of equipment and techniques, general inflation, and ineffi-

ciencies, have continued to push up the cost of hospital and hospital-related care.

This, in turn, has further accelerated the demand for hospital expense protection

(as the most costly of health care items) , particularly by unions at time of collec-

tive bargaining. The demand for coverage of expenses incurred outside the hos-
pital has not been as great.

Over twenty years ago, however, insurance companies recognized the need to

cover the costs of medical care provided outside the hospital, and the need to

provide protection against the large expenditures which result from catastrophic
episodes of illness. In 1951. insurance companies developed major medical expense
insurance. This coverage has grown from 108,000 people in that year to over 76
million under age 65 by the end of 1970. Blue Cross-Blue Shield, and other pre-

payment plans, also have come to provide major medical and comprehensive-type
protection. When their enrollment is added to insurance company coverages, we
find over 100 million Americans with catastropliic expense protection against
costs incurred both in and out of the hospital, including the costs of treatment
for mental illness and prescribed drugs.
Experimentation continues with other forms of coverage. In the early sixties,

insurance companies began to offer dental expense coverage and, by 1970, had
enrolled about seven million people for such care. Coverage for vision care and
nursing home care are now being offered. Growth of these coverages up to this

time has been limited by a lack of demand from the consumer.
Two further points with respect to insurance company enrollment should be-

underscored

:

1. About 76 percent of the 107 million persons whom we insure are protected
under group insurance policies. Employers pay approximately 80 percent of the-

total cost of such group plans for their employees. A recent study of the Associa-

tion indicates that half of the employees have the full premium cost paid by their

employers; an additional one-fourth have three-fourths of their premiums paid
for ; some 16 percent have half of the premium paid for ; about 6 percent have a
fourth of their premium cost paid. Less than one percent have to pay for the

entire cost of the plan.

2. Seventy-six million, or 71 percent of the 107 million persons whom we
insure, are protected by either a supplementary or comprehensive major medical
expense policy. As has been indicated, such policies provide extensive benefits for

costs incurred both in and out of the hospital.

The Scope and Adequacy of Private Health Insurance

If acceptance is a prime test of a product, then the growth patterns described
above clearly indicate that private health insurance has passed the test—and
passed it with honors. Of course, acceptance in terms of sheer numbers of
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purchasers is only one aspect. The product purchased must also meet the public's

needs. We have made every effort to do just this—with constant refinements to

improve the adequacy of benefit plans.

One measure of the 'adequacy" of private health insurance is employed by
statisticians at the Department of Health, Education, and Welfare (HEW).
These analysts choose to evaluate private health insurance by relating private

health insurance benefits to the total consumer expenditures for personal health

care in the country. This HEW approach, which in our opinion does not provide

a valid basis for evaluating the effectiveness of private health insurance, reveals

the following

:

1. In fiscal year 1949-50 (tlie earliest period reported), private health insur-

ance payments for hospital care represented 32 percent of consumer expenditures

for such care. By 1970-71, this proportion had grown to 73 percent.

2. For payment of physicians' services, the rate of growth in "adequacy,"

again according to HEW, has been even greater. In 1949-50, 11 i^ercent of

consumer expenditures for physicians' services were covered by private health

insurance. By 1970-71. the proportion had reached 48 percent.

3. The proportions of consumer expenditures for other health services covered

by insurance benefits have been much lower : less than one percent in 1949-50

and almost six percent in 1970-71.

We believe that the foregoing analyses, while of some general interest, are

not valid for the following reasons :

1. Tlie denominator of the HEW equation cited above, namely, consumer ex-

penditures for personal health care, includes the expenditures of uninsured people

as well as insured. Obviously, insurance benefits cannot be paid to persons with-

out insurance.
2. The denominator also includes the expenditures of all consumers, whether

insured or not insured, for all items of "health care." Thus, in addition to

expenditures for hospital, doctor, dental bills, and prescribed drugs, the de-

jiominator includes consumer expenses for non-prescribed drugs and medicines
(aspirins, antacids, cough drops, and the like), appliances (ice packs, heating
]).!(ls). household supplies (bandaids, kleenex, sanitary napkins), private room
accommodations in hospital (which may or may not be medically dictated),

rental of T.V. and radio in the hospital, cosmetic surgery, veterinarians' services,

and a host of other expenditures not likely ever to be covered under any national

health plan.

When health insurance benefits are related to people who are insured, and to

the lands of expenses they have chosen to cover, a truer picture emerges. Over
half of all claimants under group policies written by insurance companies are

reimbursed for at least 90 percent of the expenses they have covered, and
three out of four collect at least 70 percent. Overall, according to our studies,

insurance reimburses about 80 percent of the charges incurred. This proportion

varies from 86 percent for the cost of hospital care to 77 percent of the costs

for surgery to 61 percent of the costs for prescription drugs.

There are other indications of the adequacy of private health insurance as

follows

:

1. During the last 20 years, health insurance enrollment has more than doubled
while the benefits which its insureds have received liave multiplied 17 times.

A part of this benefit growth is, of course, a reflection of the effect of inflation

;

but the increase from but S900 million paid for medical expenses by all insurers
twenty years ago to over $15 billion in 1970 is most significant. Insurance com-
panies provided $7.3 billion of the 1970 total.

2. Some 70 i>ercent of the people covered by insurance companies have major
medical insurance which, as has been noted, pays for bills in and out of the
hospital, including prescribed drugs, private duty nurses, and prosthetic ap-
pliances.

3. For those with major medical under group plans, more than nine out of ten
have a maximum benefit of $10,000 or more ; seven out of ten have a maximum of
.$20,000 or more. Almost one in four have benefits of $50,000 or more. And benefit

limits continue to expand. There are now plans which offer up to $250,000 in

benefits.

4. For those covered under group "basic" policies only (as compared with basic
plus major medical policies), about a third have protection for 365 days of hos-
pital care. More than four out of every ten have full coverage of the ward or
semi-private hospital room accommodation.
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The Cost of Administering Private Health Insurance

It is to be noted that insurance companies, to remain competitive anions'

themselves, as well as with other types of insurers wiiich enjoy certain tax and
hospital reimbursement advantages, must keep their costs as low as possilile.

At best, health insurance is a low-profit business. In recent years, our prutits in

the aggregate on group health business have been non-existent and have averaged
less than two percent on individual health care business.

As to group mai'keting and administrative costs, a recent Association survey
indicated that such costs averaged only eight percent of premiums, exclusive of
the 2.1 percent paid in State premium taxes. This is an overall average made up
of group plans with less than 25 lives and jumbo cases involving 500 or more
employees. Large plans are administered for considerably less.

Comparisons of insurance company administrative costs are sometimes made
with the cost of administering the Social Security program. Such comparisons
fail to take the following factors into consideration :

1. The administration of the OASDI program (at two percent of premiums) is

not nearly as complex as is a health insurance program. The OASDI prognnu
is a cash benefits plan in which 17.1 million persons are issued a monthly,
predetermined check.

2. The SSA-supervised Medicare program has been running at four to five

Itercent of premiums. This is a program, a group case if you will, with 19 million

lives and more closely approximates a private health insurance group plan. No
private carrier currently has a group plan with an enrollment of this magnitude.
If one did, liowever, it is conceivable that its costs for such a group would l>e

lower. Note, for example, that the Federal employees program (472,000 euroUees)
is being administered privately at about 3 percent of premium, exclusive of

taxes.
It has been noted that three-fourths of the persons covered by insurance

companies are under group plans with their lower administrative costs. Oper-
ating costs for individual insurance are necessarily higher, averaging about 42
r>ercent of premiimi, exclusive of taxes. The relationship of benefits paid to

premiums received can be easily misunderstood and misinteiin-eted for both
group and individual coverages. Comparisons of loss ratio figures from one
policy to another are especially misleading unless they are based upon similar
premiums, coverages, underwriting rules, company reserves and claims admin-
istration practices. Variations in any of all of these areas may alter the loss

ratio picture. Caution in the use of a loss ratio, as the single measure of effective-

ness of coverage, without the consideration of all relevant factors,, has been
recognized by insurance academicians.*
Why the marked difference between group and individual coverages? In the

simplest terms, it is because the cost of doing business is higher for individual
insurance than for group in the broad areas of sales, underwriting, administra-
tion, and conservation of existing policies.

To sell individual insurance, the insurance agent must contact each potential

policyholder, and explain the coverage. This is a time-consuming and costl.v

operation. To illustrate, it clearly requires more man-hours and effort—and hence
higher agent compensation—to sell fifty individual policies than the sale of a
single group plan covering fifty employees.
Underwriting also poses difficulties. A group insurance plan normally com-

prises a reasonable cross section of people in varying degrees of health. This bal-

ance is assumed in setting the premium rate, with no individual underwriting
required.
With respect to individual insurance, each applicant must be individually

considered. This is a necessary but costly procedure to protect against "anti-

selection"—that is, the enrollment as standard risks of people who know or

suspect that they are not in good health and will shortly incur medical expenses.

*For example, Dr. Ralph H. Blanehard, Professor of Insurance, Columbia University,
said :

... A high loss r.Ttio may mean adequate reserves, excessive reserves, poor risks, or
lavish loss settlements: a low loss ratio may mean inadt^quate reser\es, careful selection
of rislvs, an inefficient claim department, or extraordinary good fortune. A\ hifrh expense
ratio may be the result of inefficient management, careful provision for the future, or
unusually good service to policyholders ; a low expense ratio, the result of efficient manage-
ment, unwise retrenchments, or inferior service . . . Ratios, unless viewed in the light of
the causes which have produced them, are never conclusive ; they are least valuable wliea
they are the result of limited experience.
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To do otherwise would require spreading tlie added cost of "antiselection"

among all policyholders. This would be an unfair penalty, and in the long run,

could price individual insurance out of the market for many families.

Insurance company underwriting is based largely upon assumption of the

"normal risk." These are people in reasonably good health who need protection

because no one can predict the individual risk with certainty. This, indeed, is

the very heart of the insurance concept and, of course, encompasses a very large

segment of the population. It permits plans to be designed and benefits deter-

mined that are actuarially sound in covering as many people as possible. It alsO'

allows for economically priced plans for as many people as possible.

Individual insurance coverage of the physically impaired may be obtained

in various ways. Payment of benefits for the specific condition may be excluded..

This type of policy is useful because a person with an impairment is still sus-

ceptible to disability from other causes. Other approaches are to increase the

premium to compensate for the greater degree of hazard or to impose a longer

waiting period or shorter benefit period with respect to the condition.

However, the insurance business recognizes the barriers confronting many of

these individuals, and the urgency of their social and economic need. Under the

national health insurance plan supported by insurance companies—the National

Healthcare Act (Mclntyre Bill)—all persons with physical impairments would

have available to them the same benefits as the rest of the population. These

would be provided through state pool plans of private health insurers.

There are other important distinctions between group and individual insurance

which affect operating costs.

Each group plan usually involves only one premium billing and collection re-

gardless of the number of persons covered. If the plan is contributory, the em-

ployer is responsible for collecting the employee contributions through payroll

deductions. Also, the employer usually explains the coverage to employees and

keeps the necessary personal records of each worker and his dependents.

On the other hand, premiums for individual policies must be separately billed

and collected by the insurance company. This is a sig-nificant expense, despite

the efficiency of modern computers. Record keeping for each policyholder is

handled by the company.
The cost of maintaining existing coverage in force is lower for group in-

surance than for individual. A group plan, once established, tends to be con-

tinued by the employer, subject to modification as needed. In contrast,^ indi-

vidual coverage frequently is of short duration. It may be "stop gap" pro-

tection during a period of unemployment. As a result, insurers often have to

amortize their acquisition expense on individual policies over a much shorter

span of years.
Finally, the average benefit purchased, and hence the premium base to which

the dollar oiierating cost is compared, is smaller under individual coverages

at the present time.* This is largely due to two factors. One, consumers some-

times are reluctant to purchase more expensive, comprehensive protection. And,,

two, many individual policies are purchased solely to supplement group plan,

benefits.

In summary, comparing group and individual insurance expense ratios—

that is, the ratio of costs to premiums—is simply not valid.

However, every effort continues to be made through advanced management

techniques to reduce the average expense rate of individual policies. Indi-

vidual insurance is a relatively small but important part of the health insur-

ance business because it meets the needs of people who could not otherwise

obtain all of the protection they desire.

The vigorous competition among hundreds of insurance companies and other

types of insuring organizations assures that sound coverage is available at

reasonable cost.

The Control of Costs and Quality by Prh^ate Health Insurance

Insurance companies have promoted, and in many areas pioneered, the de-

velopment of health cost and quality control procedures.

They have initiated and cooperated in a wide range of activities designed

to:

*Upon enactment of the Mclntyre Bill, with its recommended broader scope of minimum,
benefit standards, the average individual health insurance premium will be mcreaseU..

Therefore, administrative expenses, as a percentage of premium, will be decreased.
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T. Identify and eliminate unreasonably inflated health care costs

;

II. Achieve optimum use of existing health care facilities and services

;

III. Increase provider productivity in the delivery of quality health care
at reasonable costs

:

I. IDBNTIFT AND ELIMINATE UNREASONABLY INFLATED HEALTH CAEE COSTS

-A. Hospital costs

Hospitals have no effective control on the total budget of the institution.

While hospitals have entered into a voluntary contractual relationship with
Blue Cross and the federal government and state government for a major
portion of their patient income, the revenue that is required to meet the otig-

inal budget, which is excluded from the Blue Cross and government contracts,

is obtained by shifting this burden to the insured and uninsured patient. This

reimbursement pattern has not controlled costs but has forced hospitals to

perpetuate present price inequities and discriminatory pricing practices.

Efforts by insurance carriers to control haspital costs would have to be based

on a similar voluntary contractual arrangement. However, since insurance pa-

tients are the largest single source of the hospital's uncontrolled income, the hos-

pitals have been unwilling to close this safety valve by negotiating .similar con-

tracts with insurance carriers. Furthermore, there are antitrust restraints on the

business joining forces to negotiate with the hospitals as a unit.

The major public interest concern here is that the present reimbursement sys-

tem has been largely ineffective as a brake against the continuing escalation in

hospital costs for all third party sources, government. Blue Cross and insurance

companies.
The most effective solution would be the enactment of state legislation estab-

lishing Rate Review Commissions to approve the rates for care rendered to all

patients based on a prospective review and an evaluation of the hospital's total

budget. The insurance business has sponsored such legislation in Massachusetts
and has proposed its enactment in New Jersey and Pennsylvania. We are explor-

ing the introduction of .similar legislation in virtually all states.

This method of controlling hospital rates would substitute a single set of ad-

ministrative criteria to be met in justifying costs in lieu of the multiple arrange-

ments which are now required. It has been estimated that this change alone

would reduce administrative costs for all patients by about 1 percent. This is an
estimated savings of $10 million in Massachusetts alone. The evaluation of de-

pai-tmental costs within a given hospital budget would be subject to peer judgment
of individuals knowledgeable in ho.spital administration to determine where there

are opportunities for introduction of cost saving management techniques com-
pared to the national average. This practice, adopted on a limited basis in New
Jersey, has reduced the rate of escalation by an additional 2 percent. Family, there

would be the requirement that capital costs of the institution which involve in-

creased expenditures for expansion or modification in the facility would only be

approved where they had been reviewed by the appropriate planning agency.

This will eliminate inflation in hospital costs due to over-building and duplication

of expensive services.

B. PKysidan charges

Virtually all existing methods of payment of physician's services fall into one

of the following categories : (a) reimbursement based upon usual and customary
fees: (b) fixed fee schedules: (c) voluntary agreement between the individual

physician and a Blue Shield plan or insurance cnrrier to accept a fixed fee sched-

ule for individuals within specific income levels; and (d) capitation or salaried

arrangements.
The usual and customary fee reimbursement concept was developed by the in-

surance business under major medical coverage. It offers greater flexibility in en-

ablins: the carrier to cover a wide range of services subject to internal administra-

tive measurements of what constitutes reasonable costs. Such coverage is gen-

erally administered so that fees which exceed a prevailing fee level for similar

services rendered in the community are subject to further review by the company
initially and frequently discussed with the physician to seek a reduction in the

charge where it appears to be out of line. Where the carrier is unable to obtain

reduction of a fee which appears to be excessive and the medical profession has
estaVilished an effective peer review committee, the carriers will frequently refer

the case to such committee for determination. While such committees do not exist
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in every community and do not operate on a uniformally effective basis, some
measurement of their value can be illustrated by the experience with one com-
mittee which has been functioning in the New York area for a period of 15 years,

where the actual reductions have exceeded $100,000 per year. However, the total

savings due to the impact of the committee's work on fees in general is estimated
to be in excess of a million dollars a year.

The early experience with peer review committees and their potential impact
on both physician's fees and the "'necessity" of the services rendered led to the

interest of the insurance business in the medical and health care foundations
developed by the medical profession.

The ability of the foundation programs to generate savings is illustrated by
the first year of operation of the Foundation for Health Care Evaluation in the

Twin Cities of Minneapolis-St. Paul. The general rate of escalation of physician's

fees during this period was 2 percent in contrast with 5.2 percent for the nation

as a whole.
The fixed fee schedule method of reimbursement has not been as flexible or

effective as the usual and customary method of reimbursement. This is due to

the fact that with physician's fees varying not only by geographical area, hut

within a geographical area, a fixed fee schedule must be established at a level

which encompasses the services of most physicians in the area. This inflates

the total cost since the physicians who are below the standard are automatically

brought up to it. Conversely where the fee schedule is set too low, the number
of physicians willing to serve patients at the subsidized fee is markedly reduced,

creating problems of availability and accessibility of care.

In assessing the effectiveness of different methods of controlling the cost of

physician's services, the major deficiency in the voluntary agreement between a

participating physician and an insurance carrier or pre-payment plan, is the

fact that it is generally limited to individuals and families below a specific

income level. Thus, where the income of the insured individual exceeds the

figure contained in the contract, the schedule payment is made as a partial

reimbursement for the total fee with the participating subscriber or insured

picking up the difference.

While the great bulk of physician's services are currently paid for on "fee-for-

service basis" the insurance business is experimenting with capitation and
salaried payments as part of their involvement in health maintenance organiza-

tions (HMO's) and prepaid group practice programs.

ir. ACHIEVE OPTIMUM UTILIZATION OF ESISTING FACILITIES AND SERVICES

There is substantial evidence that most communities have an over-supply of

acute hospital beds. As an example, the Kaiser Permanente Plan functions on

the basis of two beds per 1.000, while most communities have a minimum of

four beds per 1,000. Since it is axiomatic that "a built bed is a filled bed", it

is apparent that the 50 percent lower bed population ratio is one of the under-

lying contributing causes of the 40 percent lower hospital use rate identified with

the Pkin.
The critical nature of this problem is underscored by the American Hospital

Association identifying a cost of $20 billion over the next five years for addi-

tional beds and modernization of existing obsolescent facilities. Thus, expansion

may be planned in many instances where the community is already over-built.

Unless this issue is faced and resolved intelligently, we will have a multi-

plying cost impact on the system, not only in the initial cost of construction set

between $30,CO0 and $40,000 per bed, but in the ongoing cost to the conununity

of an estimated $25,000 per year to maintain the bed—whether or not it is

filled. Also to be considered is the resulting demand for increased manpower
which is already in scarce supply, siphoning personnel off from critical areas

where they might otherwise be used.

To meet this issue, the insurance business has worked with the medical care

and health care foundations and has encouraged them to develop and expand

current utilization control activities. These foundation activities are relatively

new and in the early stages of development, but interest is expanding rapidly.

The initial impact of this type of coutrol is to depress occupancy levels in the

institutions involved, reducing them to a more realistic level. The ability to re-

produce such savings in the second year of the program is questionable, however,

as there is no community measurement of what is actually needed: no way to

convert surplus facilities to meet some other unfilled need: no way to control

the future expansion of facilities and services in the area ;
and no way to
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evaluate the institution's budget to prevent a simple reallocation of existing
costs to a lower occupancy level.

Thus, after the foundation's utilization control program has brought occu-
pancy levels down to a reasonable level, l)oth the state and area-wide planning
agencies would be requested to reassess their estimate of current bed needs for
the community. The planning agency must be in a position to obtain compliance
with its recommendations. The insurance business has supported and mil support
the enactment of "certificate of need"' legislation in all states. At least 18 states
have such laws.
The combined impact of expanded foundation activities together with the

enactment of "certificate of need" and "prospective budget control" legislation
will have a dramatic eifect on costs, enabling existing surplus facilities to be
converted where necessary to fill other facility or service needs identified by
the planning agency. This will enable the community to avoid unnecessary
hospital costs while increasing the availability and accessibility of care rendered
in less expensive facilities. The result should establish a realistic basis for meas-
uring future needs in facilities, services and manpower areas. Costly duplication
of services would be eliminated and existing ]nanpower resources would be
conserved.

Individual company efforts to screen and control cases involving unnecessary
utilization have included a number of experimental activities such as limited
hospital certification programs, pre-admission testing programs, and the ap-
plication of internal utilization guidelines. It should be recognized that the deter-
mination of what is '"necessary" is solely a function of the phy.sician's judgment
in the inanagement of the care of the patient. Thus, any unilateral action taken
by the carrier after the care has been rendered simply reduces the insurance
benefit payment and may leave the patient with the obligation to pay the differ-

ence. The "peer review" function of existing and new foundations have exerted
a greater direct influence on physician's judgments during the course of treat-

ment and offer greater opportunities for realistic controls.

When Congress enacted Public Law 89-749, the Comprehensive Health Plan-
ning Act, the insurance business developed its Health Insurance Council Com-
munity Health Action Planning Program (HiCHAP) to organize both industry
and individual company efforts in supiwrt of this legislation. There ai'e a mini-
mum of 139 representatives of member companies of the Health Insurance As-
sociation of America serving on the advisory councils to the comprehensive
health planning agencies established in each state and on the boards and com-
mittees of the regional areawide planning agencies.
A HiCHAP fund was created in the early days of this prograin to provide seed

money grants to the newly emerging planning agencies. Liaison was established
with the national, state, and local organizations concerned with planning.
The insurance business has participated in three demonstration i)lanning proj-

ects in cooperation with the HEW in the cities of Miami, Florida ; St. Louis,
]\Iissf)uri ; and San Diego, California. These projects, which will be completed
this year, have attempted to come to grips with specific health care problems in
each community. It is hoped that the experience developed through these experi-
mental projects will be of value to other planning agencies as they deal with
similar issues.

In our opinion, certificate of need and prospective rate review legislation are
essential to strengthen the planning process. Actions taken by individual third-

liarty purchasers to provide a reimbursement incentive to the provider to accom-
modate to the planning agencies' recommendations are incomplete and ineffective

answers to the problem.

III. INCREASED PROVIDER PRODUCTIVITY IN DELIVERY OF QUALITY CARE

The term" productivity" means increasing the capacity of the providers to pro-

duce more quality care at a reasonable cost level. There is current widespread
interest in alternative delivery systems which will increase provider productivity.
However, there are a present no oltjective criteria for evaluating the effectiveness
of such competing systems. Such evaluation is fundamental prior to any decision
to completely change the present system. Efforts in this area should be properly
geared to first establishing what is a reasonable cost for each unit of service
rendered both by institutional (e..g hospitals) and noninstitutional (e.g. physi-
cians) providers. The corollary question is whether the service performed con-
forms to a peer consensus as to what constitutes adequate quality care under
iuormal conditions. Once we have established a reasonable cost for a unit of serv-
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ice measured against a quality guideline, we can then determine the productivity
of competing delivery systems in providing quality care at reasonable costs.

One method of carrying out such evaluations is through the medical and health
care foundations which have developed screening guidelines for: (a) a measure-
ment of a range of "reasonable charges for physician's services"; and (b) an
identification of quality care, by diagnosis, for both ambulatory and institutional
services.

The foundation thus establishes a basis for monitoring the delivery system
with the cases falling outside of their guidelines subject to review and evaluation.
Corrective actions may involve a reduction in the physician's fee where appro-
priate, reduce hospital stays, or point up wasteful practices as the focus of future
education of physicians involved. Thus, the foundation does <^ive us an oppor-
tunity to examine the present system, determine the things that require change,
and offers a practical arrangement for influencing future practices which are
controlled by physician .iudgmeiits.

Insurance companies have also participated in experiments with prepaid group
practice and HMO's to determine the impact of this method of delivery on the
cost, productivity, and quality of care rendered, and to offer the consumer a dual
choice option in obtaining and financing health care.

Insurance companies are involved in the operation or formation of prepaid
group practice plans and HMO's in Colrmibia, Mai'yland ; Boston ; Nashua. New
Hampshire ; St. Louis ; Philadelphia. Pennsylvania ; Detroit ; Washington. D.C.

;

New Haven, Connecticut ; Boise, Idaho ; Phoenix, Arizona ; the Twin Cities

;

Wausau, Wisconsin; Chicago and in sections of New Jersey and California.
In summary, we are participating in an increasing range of experimental

activities. While most of these activities are of relativel.v recent origin, they
show great promise for building on the strengths of the present system and
correcting its deficiencies. We view our primary role in these activities as one
of representing the interest and concern of that portion of the population for
whom we provide health insurance protection. Thus, we are seeking insurance
representation on the newly emerging foundation boards and as non-voting
consuUants on their peer review committees. Similarly, we are seeking to expand
our representation on the advisory councils to the existing comprehensive health
planning agencies and on the committees and boards of areav'ide planning
agencies. We are currently reassessing developments in the planning field since
the original enactment of P.L. S9-749 to determine v^'hetlier and how to strength-
en this process. We will also be seeking representation on the advisory coiincils

to the state agencies established to review and evaluate Inidgets and rates for
institutional services and to implement certificate of need legislation.

The Regulation of Private Health Insurance

An extensive system of state regulation has been developed in this country,
and refined over the years through Congressional mandate. Under this system
insurance companies, to obtain and continue their licenses, must meet specified
standards with respect to assets, reserves, and investments.
Each company must fi.le annual financial statements, and be prepared for

detailed periodic examinations by state insurance departments. These examina-
tions cover not only a company's financial condition, but other facets of its

operations that come under state statutory requirements. The results are a
matter of public record, with state statutes providing for corrective measures in
the event of financial weakness.

In addition, each company must file for approval both individual and group
policy forms in every state : and in many states, the premium rates to be charged
for such policies. If the forms are in any way iinjust. unfair, inequitable, mis-
leading, or contrary to law, they can be disapproved by the state in.surance
departments. For example, one basis for disapproval of individual policies would
be proposed premiums that are unreasonable in relation to the benefits provided.
Premium rates under group insurance must meet not only the competition be-
tween companies and among other types of plans, but also the review of
management and labor.

Each state specifically provides under the State Fair Trade Practices Act
that rates for any health insurance coverage cannot be unfairly discriminatory.

All states have enacted the Uniform Individual Accident and Sickness Policy
Provisions which were adopted in 1955 by the National Association of Insurance
Commissioners. These provisions relate to incontestability, grace i)eriods, proofs
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of loss, cancellations, uniform type size, claims procedure, and other provisions
to protect the consumer.

Further guidelines for policy approval are contained in a Statement of

Principles developed in 1948 by the National Association of Insurance Commis-
sioners. This Statement calls in substance for keeping the number of policy

forms within practical limits, the use of clear and direct language, properly
worded insuring agreements, assurance of protection against substantial hazards,
a clear definitioai of "limited" policies, policy names or titles that are not mis-
leading, and other points to protect the public and provide oi-derly growth of

the business.
In addition, all state insurance departments are set up to handle inqiiiries and

complaints from the public, thus constituting yet another approach to protection

of the consumer interest.

Steps to assure tlie fairness and clarity of policy provisions are matched by
efforts to prevent misleading health insurance advertising.

There has been considerable controversy recently about the advertising meth-
ods employed in promoting certain types of health insurance policies. The
National Association of Insurance Commissioners has developed Rules Govern-
ing the Advertisement of Accident and Sickness Insurance, as w^ell as an
Interpretive Guide designed to accompany the rules. The NAIC Rules provide
a comprehensive approach to health insurance advertising and its enforcement.
These Rules have been officially adopted in 33 States and are followed infor-

mally in the remaining 17. They have the strong support of this Association. In

essence, the Rules call for advertisements to be truthful in fact and in impli-

cation. No misleading words, phrases, or illustrations should be used. All

exceptions, reductions, or limitations should be disclo.sed, as should waiting
periods and all policy provisions relating to reuewability, cancelability, and
termination.
Many other guidelines are set forth to protect the consumer, including ap-

propriate use of testimonials and statistics
;
proper comparison of competitive

policies ; and true statements about claim settlements, enrollment periods, and
the financial position of insurers.

It is, of course, incumbent upon companies to conform strictly with the NAIC
advertising code, as with all state statutes that regulate the insurance business.

To keep direct mail insurance, which includes insurance sold through the
mass media, in perspective, it would be well to note that this form of coverage
represented only about 2 percent of the total health insurance premiums written

by insurance companies during 1971.

Insurance companies support all reasonable efforts to raise the standards of

state regulation. In this regard, it is recognized that each state has a responsi-

bility not only to strengthen and enforce existing regulations but to help stimu-

late the necessary incentives for health insurers to continue to expand their

markets and to design new and better coverages in the public interest.

Finally, it should be reiterated that competition among health insurers is,

in itself, an important regulator of price and services.

In the area of cost control, the use of coordination of benefits provisions in

group insurance policies discourages multiple coverages which may result in

overinsurance. This provision prevents an individual having valid claims under
more than one policy from receiving benefits in excess of 100 percent of his

actual medical expenses and thereby making a "profit" on his illness. It thiis

discourages unnecessary utilization of medical services. This principle was
worked out a number of years ago with insurance commissioners and the NAIC.
It was recently reviewed and revised by that organization and has the approval
of this Association.

The Future of Private Health Ixsurance

This brief review of the development and involvement of private health insur-

ance over the past 30 years indicates that it has been, and continues to be, a
viable and growing industry. It is an industry which is responsive to the
changing needs and wants of the consumer.
The statement also indicates areas where we can do better. No enterprise,

whether it be private or governmental, is without fault. There is always room
for further improvement.
Over three yeai's ago, our business became convinced that many deficiencies

in the system required correction. As a part of that system we knew that there
were some problems we could help correct, others we could not. It was apparent
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that private health insurers could uot do the whole job. There are segments
of the population that cannot afford adequate coverage. Further, there are
others who for various reasons do not choose to buy reasonably comprehensive
coverage. Moreover, there are some people who found it difficult or impossible
to obtain coverage because of their physical condition.

As we noted tlie rising public expectations for better care, and their concern
about rising costs, we consulted with other segments of the health care system
and began working on a program that would provide Americans with the oppor-
tunity and the means to secure better care. Our goal was to develop a program
that would make possible a reoriented, better coordinated and more soundly
tinanc-ed system. We were guided by these principles: (1) a conviction that
changes should be built on present strengths; (2) experimentation and flexibility

shduld be encouraged: (o) the consumer should have freedom of choice in select-

ing among alternative means to better care; (4) the program of change should
l.-e a .iuiiit public-private enterprise.

,It is our firm opinion that the Healthcare Trogram developed by our Associa-
tion, the essential features of which are embodied in the "National Healthcare
Act of 1971" (S. 1490) introduced by Senator Thomas Mclntyre, provides an
immediate, pragmatic solution to the problems which presently confront the
delivery and financing of health care in this country.
Healthcare calls for

:

Grants and loans for construction and start-up of ambulatory care facilities.

Scholarships, grants, and loan programs for health personnel, and incentives
for their practice in low-income areas.

A variety of cost and quality controls.

Effective comprehensive health planning, including a national Council of Health
Policy Advisors.
Comprehensive health insurance benefits—nationally defined and standard-

ized, and building on current group and individual plans to be phased in over a
realistic period. These benefits would cover all forms of care—preventive, ambu-
latory, institutional, and catastrophic—and would be stimulated through Federal
tax incentives.

Identical benefits for low-income groups, utilizing a system of state pool plans
of private health insurers and financed in part through general revenues.

In summary, private health insurance has grown significantly over the past
30 years, both in terms of the number of people protected as well as the scope
and breadth of its coverage. It has been administered at the lowest possible cost

consistent with sound business practices. It has exerted a desirable influence

upon the control of costs and the quality of health care, and programs now
luiderway will do even more. It is supervised by a basically sound system of

state regulation.
Private health insurance is an experienced mechanism. For more than .30 years

insurance companies have been involved in financing, risk taking, administra-
tion, design of health benefit plans, marketing, enrollment, and claims costs

processing and control—^the very skills required to manage a national health care
program. Moreover, our members are committed to a major role in serving the

health system of the future. We urge that such a system be based upon the
judicious blending of private and public enterprise.

We appreciate this opportunity to state our views.

Health Insurance Association of America—Activities and Services

purpose. functions and organization

The Health Insurance Association of America consists of 320 insurance com-
panies which are responsible for over 80% of the health insurance written by
insurance companies in the United States today.

The general purpose of the Association is to assist its member companies in the

promotion and development of voluntary health insurance for the provision of

sound protection against loss of income and other financial burdens resulting

from sickness or accidental bodily injury.

Its activities and services, described in more detail below, include :

1. The functions typical of other insurance trade associations, i.e., those

involving State and Federal legislative and regulatory matters and those

involving information, research and education, as respects health insurance.

These functions are the responsibility of and are carried out directly by the

Association.
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2. The function, unique to the health insurance business, of maintaining^
liaison with, and furnishing information and technical assistance to national,
state and local associations of doctors, hospitals, dentists and other pro-
viders of health care. This function is also the direct responsibility of the
Association and is carried out in the name of the Health Insurance Council.

3. The public relations and information function for the health insurance
business. This responsibility is discharged primarily through the Health
Insui-ance Institute which operates as a division of the Institute of Life
Insurance.

The activities and services of the Association, including the Health Insurance
Council, and of tlie Health Insurance Institute are financed entirely by HIAA
member companies. Funds are raised by annual assessments on United States
health insurance premiums, under formulas which to the extent practicable give
equitable recognition to the categories of activities and services outlined above
and to the types and volume of health insurance written.
The policy of the Association is determined, and its affairs directed, by ofiicers

and directors who are senior company executives elected by the membership. Com-
mittees of member company officers furnish guidance to the Board of Directors
and to the Association's pi'ofessional and administrative staff headed by the
President.

FEDERAL AND STATE LEGISLATION AND REGULATION

The interest of govennnent at all levels in the regulation and supervision of
the health insurance business has increased to a high degree in recent years with
an accompanying increase in the number of legislative and regulatory proposals.
A substantial part of the activities of the Association involve these areas.

1. The Association studies legislation and regulation and its effect on the
health insurance business and reports to the membership.

2. The Association determines the views of its member companies on proposed
legislation and regulation and presents these views before legislative and other
governmental bodies. The Association also develops and seeks enactment of model
legislation and regulation.

8. The Association maintains a close and continuing liaison with government
at all levels, serves in a consulting capacity, and cooperates closely with govern-
ment in both legislative and administrative areas, including representation be-
fore and liaison with the National Association of Insurance Commissioners.

4. The Association maintains an extensive bulletin service reporting on legisla-
tive and regulatory matters (see page 12)

.

5. The Association publishes and maintains two digests of laws and regulations
(see page 13).

6. The Association furnishes information and assistance to member com-
panies, as individually requested, in connection with policy drafting and ap-
proval requirements and other legislative and regulatory matters.

INFORMATION, RESEARCH AND STATISTICS

An important responsibility of the Association is to collect, and to evaluate and
interpret, information and data which affect the health insurance business.

1. The Association makes studies and evaluates studies made by others, to
assist the business to determine present and future courses of action. These
studies deal with such subjects as the segments of the population without insur-
ance or who are underinsured ; coverages for extremely expensive forms of care
such as heart tx-ansplants or kidney dialysis ; coverages for nursing home, dental,
drug, vision, and home care ; mental illness ; medical economic trends ; and the
relationship of insurance to prepaid group practice and health maintenance
oi'ganizations.

2. The Association studies the health care delivery system and its relationship
to the processes of health insurance. In so doing, it attempts to bring about
needed changes in the delivery system, including those which would encourage
the use of less costly forms of care.

3. The Association conducts regular and periodic statistical studies for the use
of member companies at both the institutional and individual company level.

Regular studies include an annual measurement of the number of lives insured
for health care expenses and disability income as well as a quarterly survey
of health insurance benefit payments. Periodic studies measure duplication

of coverage, overinsui-auce, adequacy of coverage, and related matters.
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4. The Association analyzes costs of legislative proposals and collects and

interprets data for use in determining and presenting the Association's position

on legislative and regulatory matters.

5. The Association provides information, liaison with, and technical assistance

to universities, research agencies, lihraries, the press, publications, managerial

and labor groups, the providers of health care, and other groups having an

interest in or related to health insurance.

6. In addition to specitic studies and reports, information is disseminated to

member companies through periodic bulletins (see page 12)

.

7. The Association staff prepares articles on the role of private health insur-

ance in providing protection against the costs of illness and accident for publi-

cation in the insurance trade press, professional journals of the providers of

medical care and business journals. Association staff memlsers. to the extent

practicable, speak liefore groups which are important to the health insurance

business, and lecture in graduate schools of several universities.

EDUCATIOX PROGRAM

The Association sponsors a comprehensive program of health in.surance study

courses for Company personnel and others with an appropriate interest in learn-

ing the business. Tlie program, consisting of basic and advanced courses in both

group and individual health insurance, seeks to :

1. Demonstrate the value of pursuing a lifetime career in health insurance.

2. Create greater job satisfaction through a better understanding of the

importance of health insurance to the economy.

3. Equip the student for more rapid achievement in his chosen field.

4. Provide an opportunity to broaden the students' potential in the insur-

ance field.

HEETIXGS

The Association holds two forums and an aiuiual meeting each year—the Indi-

vidual Insurance Forum in the Fall and the Group Insurance Forum in the

Spring. The Annual ^Meeting is held in conjunction with the Group Forum.
The Forums provide an opportunity for company personnel at all levels of re-

sponsibility to exchange ideas and information on all aspects of health insurance

operations' and to learn of new developments. In addition to jjapers. addresses and
pianel discussions, wide use is made of the "workshop" technique, i.e.. breaking up
into small groups for informal discussion of particular subjects. The Annual Meet-

ing provides an opportunity for company management to learn of and discuss, on

a broader base, the problems and challenges of the business and the affairs of the

Association.
The HeaHh Insurance Council Division sponsors Regional Leadership Confer-

ences, held in the Fall. These Conferences draw together selected representatives

of the State Councils for a review of current major developments in the health

care field, program priorities to be implemented at the state and local level, and
to provide forums f(n- practical exchanges on how to make the State Councils

perform more effectively.

RELATIONS WITH PROVIDERS OF HEALTH CARE SERVICES (HEALTH
INSURANCE COUNCIL)

The Health Insurance Council is a division of the Health Insurance Association

of America, providing information and technical assistance on health insurance

to the health care professions.
The Council is organized into five operating departments.

1. Community Health Planning—guiding and directing Council involve-

ment in comprehensive health planning activities.

2. Institutional Services—dealing with relationships with hospitals and ex-

tended care facilities.

3. Professional Services—responsible for medical relations, dental rela-

tions, home care relations, p'harmaceutical services, rehabilitation services,

and allied professions.

4. State Councils—supervising the activities and programs in the field

(through the State Council structure).
.5. Uniform Forms—responsible for the development and promotion of

Uniform Forms to expedite and simplify the payment of claims.
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The operations of the Council are designed to :

Stabilize health care costs and improve quality by participation in pro-

grams under hospital, medical and community leadership. These programs
involve the Council in a supportive role in the work of medical society review

committees, hospital utilization committees, and planning for health facili-

ties, services and manpower needs.

Improve communications between insurance and the providers of health

care services by
(«) Establishment and maintenance of state councils (composed of

insurance company representatives ) which serve as a local point of con-

tact with the providers of health care.

(&) Publications which provide a continuous flow of information to

member companies and the health care professions. The Council pub-
lishes

—HIC Action—A report of national and field activities.

—HIC Viewpoint—Current comments on health insurance and the
economics of health care.

—HIC News Briefs—A bimonthly report to company home office and
field personnel who are involved in HIC activities.

—HIC Rpports—Emanating from the Council's departments, reports

are issued as needed, to provide information, guidance, reports of
committee activities, etc.

—Annual Survey on the Extent of Voluntary Health Insurance Cov-
erage in the United States.

—Annual Survey of Hospital Charges.
(c) Interpreting attitudes of providers of health care and planning

agencies toward the insurance business and pointing up problem areas
which are barriers to cooperation and understanding.

(d) Expediting referral and resolution of individual problems between
companies and the providers of health care which have not been satis-

factorily resolved at the local level.

PUBLIC RELATIONS (HEALTH INSURANCE INSTITUTE)

The Health Insurance Institute has the primary responsibility for the public
relations and information program of the health insurance business.
The Board of Directors of the Institute is responsible for establishing the

operating policies of the Institute, approving its programs and projects, and
adopting its annual budget. Financing for the Insttiute comes from the member
companies of the Health Insurance Association of America.
The Institute's Board consists of 20 members—the 10 members of the Public

Relations Committee of the Health Insurance Association of America, and 10 who
are appointed by the Board of the Institute of Life Insurance.
The Health Insurance Institute serves as a central soux'ce of health insur-

ance information for the ])ublic on behalf of insurance companies, and reports
public attitudes regarding this type of protection to the insurance business. The
Institute has two main objectives :

1. To bring about a better public understanding and appreciation of health
insurance policies and services offered by insurance companies :

2. To inform insurance companies of public attitudes regarding their
health insurance protection so that increased service to the public can be
provided.

Tlie operations of the Institute extend into many areas to inform the public
and special groups on health insui'ance matters. In these continuing programs, the
Institute

:

—Releases news about health insurance written by insurance companies to
newspapers, magazines and specialized periodicals. The principal vehicle
utilized here is the Institute's monthly news release, "Health Insiirance
News."

—Assists editors, writers and researchers in preparing articles on health
insurance for public consumption.

—Analyzes health insurance statistics of insurance companies for writers,
economists, and others who evaluate for the public the social and economic
effect of health insurance protection.

—Prepares educational material—such as films, filmstrips, booklets, and pamph-
lets—for the use of teachers, students, women's and other groups studying
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health insurance and its value to the American family in budgeting for

health care costs.

—Collects health insurance data and references for use by librarians, edu-

cators, students, and for the particular needs of other special public groups

such as labor unions and employer associations.

The Institute has four annual publications. "Source Book of Health In-

surance Data," "Group Health Insurance Policies," "A List of Worthwhile Life

and Health Insurance Books" and "Health Insurance and Health Care Statistics,"

which provide both the public and the health insurance business with detailed

factual and reference material on virtually all aspects of health insurance and
health care.

The Institute also has developed a series of booklets and pamphlets to pro\'ide

the public with siiecitic information on health insurance and budgeting for the

costs of health care. These include "Tlie New ABC's of Health Insurance." "Our
Family's Health Cost Record," "Understanding Our Health Insurance," and
"Modern Health Insurance."
The Institute compiles for the information of the insurance business a weekly

summary, "Editorial Round-Up," of news and commentaiy about health insurance

from newspapers and other publications across the country.

ASSOCIATION" BULLETIN SERVICES

To keep member companies informed on the latest developments in the health

insurance field, the Association issues the following regular bulletins

:

Legislative Bulletin—issued regularly during the legislative season giving a
resnme of state and Federal legislative measures when introduced and action

taken ; after adjournment giving a resume of new laws of interest and full text

of new laws of special interest.

Insurance Department Bulletin—covers matters involving rules and regula-

tions and notices of special insurance Department meetings or hearings, ix)licy

filing re<iuirements, formal rules and regulations, and other general regulatory
developments, including NAIC activities.

News Letter—^brief bulletin of spot news, usually issued weekly.

Board and Committee Highlights—a "not for publication" report to members
of the more important Board committee and subcommittee decisions, activities

and recommendations. Issued bimonthly or as necessary.

Group Insurance Bulletin—covers matters related to or affecting group in-

surance which are of special interest or importance ; information about Annual
Group Forum.

Statutory Disability Bulletin—covers legislative, regulatory and administra-
tive developments in the field of statutory disability insurance.

Indi\idual Insurance Bulletin—covers matters related to or affecting in-

dividual insurance which are of special interest or importance ; information
about Annual Individual Forum.
Medical Economics Bulletin—covers matters related to the economics of

financing medical care. Includes developments and trends affecting the cost of

health insurance, experimental forms of health insurance, activities of other

groups concerned with health services, and industry sponsored activities to

improve relations with the providers of hospital and medical care.

Statistical Information Bulletin—covers actuarial and statistical information,

including valuation studies, surveys on utilization and costs of medical services,

morbidity statistics, and other surveys. Provides information with respect to

changes recommended by NAIC for the annual statements.

Education Bulletin—covers matters related to the HIAA Education Program.
Special bulletins on subjects affecting health insurance and not covered in any

of the above categories are issued as required.

ASSOCIATION PUBLICATIONS

Digest of Laws and Regulations—compilation of state law^s and regulations

pertaining to drafting, filing and approval of group and individual accident and
health insurance policy forms and related matters.

Digest of Agents' Licensing Laws and Regulations—compilation of agents'

qualification requirements ; scope and limitations of such licenses and informa-

tion relating to the business and conduct of agents, brokers and solicitors.

90-319—73—pt. lA 49
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Handbook for Agents

Health Insurance Primer—study aid for agent's license exams ; furnishes

prospective agents with fundamentals of health insurance in question and answer
form, covering agency laws and licenses, the application, uniform provisions,

policy contract, claims and ethics.

.Selling Health Insurance—outlines principles of selling health insurance

;

covers preparation for selling, prospecting, the approach, qualification and close.

Underwriting Health Insurance—outlines the fundamentals of underwriting
from the viewpoint of the agent; covers the application, misrepresentation,

physical and moral hazard, overinsurance and deductibles and coinsurance.

Monetary Values Based Upon the 1964 Commissioners Disability Table—

a

three volume set of active and disabled life reserves and net valuation premiums,
calculated at 21/2% and 3% interest rates, for use in the calculation of reserves

for non-cancellable health insurance policies. The set is available at a cost of $30.

Occupational Classification Report—four classifications.

Manual of Occupational Classifications—fourteen classifications.

These publications indicate the degrees of hazard pertaining to various occupa-

tions as same are related to risks in providing health insurance to individuals

engaged in these occupations. They are based upon statistics gathered and
compiled from widely distributed sources.

Standard Nomenclature List of Physical Impairments—1956—a code listing of

physical impairments to facilitate the collection of exposure and experience data

on specific impairments.
Statistical Plan for Individual Accident and Health Insurance—a system of

securing and compiling basic data for individual health insurance statistical

studies.

Partial List of Studies

Health Insurance and Prescription Drugs/1971.
Program for Healthcare in the 1970's/1970.

Health Insurance and Home Care/1970.
The Extent of Voluntary Health Insurance Coverage/1970.
Health Care Delivery in the 1970's/1969.

Health Insurance and Nursing Home Care/1969.
A Comparison of Group Medical Care Insurance Benefits to Charges/1968.
A Profile of Group Health Insurance in Force in the United States/1967.

Private Health Insurance/1967.
Role of Insurance Companies in Financing Hospital Care/1967.
Health Insurance and the Effectiveness of Health Care/1967.
Prevention of Loss and Rehabilitation/1963.

Board of Directors

terms expiring in 1973

J.S. Bingay, Executive Vice President, The Mutual Life Insurance Company of

New York
Robert A. McCord, President, Illinois Mutual Life and Casualty Company
R. Wesley Shope, President, Educators Mutual Life Insurance Company
Thomas A. Watson, President, The Lincoln National Life Insurance Company
David E. Watts, Vice President and Controller, Confederation Life Insurance
Company

TERMS EXPIRING IN 1974

Gerhard D. Bleicken, Chairman and Chief Executive Officer, John Hancock
Mutual Life Insurance Company

Dean W. Jeffers, General Chairman and Chief Executive Officer, Nationwide
Mutual Insurance Company

Donald M. Johnson, President and Chief Operating Officer, Aetna Life & Casualty
C. J. Skelton, President. Republic National Life Insurance Company
Armand C. Stalnaker, C.L.U.. President and Chief Administrative Officer, General
American Life Insurance Company

TERMS EXPIRING IN 1975

Harry E. Atwood, President, Northwestern National Life Insurance Company
Morrison H. Beach, President, The Travelers Insurance Company
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George L. Hogeman, President, The Paul Revere Life Insurance Company
C. F. Schlueter, President, Employers Insurance of Wausau
Rankin M. Smith, President, Life Insurance Company of Georgia

Officers

Chairman: F. E. Rathgeber, Executive Vice President, The Prudential In-

surance Company of America.
Vice Chairman: G. Preston Kendall, Chairman of the Board, Washington

National Insurance Company.
Secretary : Stanford Miller, President and Chief Executive Officer, Employers

Reinsurance Corporation.
Chairman of the Public Relations Committee : Jacque W. Sammet, President,

CNA/insurance.
Chairman of the Health Insurance Council : Darwin S. Liggett, Senior Vice

President, Special Services, Pacific Mutual Life Insurance Company.
Immediate Past Chairman : Harry V. Williams, Chairman of the Boards and

President, The Hartford Insurance Group.

Mr. Hemry. Thank you. Senator. I know that you do have problems
with the time, particularly this afternoon. While I had previously cut

clown the statement substantially, just at lunch Mr. Sharp asked that

I see if I could do even better, which I have done. Now, I have cut out

some more.
Senator Hart. I think I should explain for the record, the length

of this statement is a reflection of what we have asked of you. It wasn't

your fault.

Mr. Hemry. Well, thank you, sir.

INIy name is Leslie Hemry, and I am president of the Health In-

surance Association of America. With me, on my right is John Hanna
who is vice president and general counsel. On my immediate left Louis
Orsini, director of the Health Insurance Council, and beyond him,
David Robbins, director of statistics and control.

The association has 321 member insurance companies which are re-

sponsible for 84 percent of the health insurance written by insurance

companies in the United States during 1971.

In the first two sections of my statement we provide data on the

growth in the extent and adequacy of private health insurance over

the past 30 years. In this connection I will just make two points

;

first, over 90 percent of the population of the country under age 65

have hospital coverage ; and second, over 100 million have catastrophic

coverage which varies in amounts from $5,000 to now $250,000.

Such growth clearly documents the service we provide to the public.

For example, on the average about 80 percent of the health care

charges incurred under group policies by our insured for items of

health care they have chosen to insure are reimbursed through their

policies. The statement gives greater detail about that. In many of the

coverages the reimbursement is higher.

In the third section we note that our business is being administered

at the lowest possible cost consistent with sound business practices.

For example, group plans are administered at 8 percent of premium,
exclusive of taxes. This is for all group cases including the small ones.

For a large plan we do it for 3 percent, which incidentally, is less

than the cost of administering medicare. We feel very strongly that

this is an impressive showing and that the cost of administering large

plans is a much better comparison with medicare than Avith the

OASDI program which is just a cash payment.
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Now I turn to paj^e 14.

Here we do deal with an issue that this committee has evidenced

a ^reat deal of interest in by their questioning—the control of costs

and qual ity by private health insurance.

Insurance companies have promoted, and in many ai'eas, pioneered,

the development of health cost and quality control procedures.

They have initiated and cooperated in a v/ide range of activities de-

signed to (1) identify and eliminate unreasonably inflated health care

costs; (-2) achieve optimum use of existing health care facilities and

services; and (3) increase provider productivity in the delivery of

quality health care at reasonable costs.

First, we deal with hospital costs.

While hospitals have entered into a voluntaiy contractural relation-

ship with Blue Cross and the Federal Government and State govern-

ment for a major portion of their patient income, the revenue that is

required to meet the original budgets of these hospitals, which is ex-

cluded from the Blue Cross and government contracts, is obtained by

shifting this burden to tiie insured and uninsured patient. This reim-

bursenient pattern has not controlled costs but has forced hospitals to

perpetuate the present price inequities and discriminatory pricing

practices.

Since insurance patients are the largest single source of the hospital's

uncontrolled income, the hospitals have been unwilling to close this

safety valve by negotiating similar contracts with insurance carriers.

Furthermore, there are antitrust restraints on the business joining

forces to negotiate with the hospitals as a unit.

The major public interest concern here is that the present reim-

bursement system has been largely ineffective as a bi-ake against the

continuing escalation in hospital costs for all third-party sources,

Government, Blue Cross and the insurance companies.

The most effective solution would be the enactment of State legisla-

tion establishing rate review commissions to approve the rates for

care rendered to all patients based on a prospective review and an

evaluation of the hospitals' total budget.

Our statement then describes the anticipated cost effectiveness of

this legislation and I am now moving over to page 16.

With respect to physician charges. Virtually all existing methods of

payment of physician's services fall into one of the three following

categories: (a) Reimbursement based upon usual and customary fees;

(b) fixed fee schedules; (c) voluntary agreement between the in-

dividual physician and a Blue Shield plan or insurance carrier to

accept a fixed fee schedule for indivicluals within specific income

levels; and (d) capitation or salaried arrangements.

The usual and customary fee reimbursement concept was developed

by the insurance business under major medical coverage. It offers

greater flexibility in enabling the carrier to cover a wide range of

services subject to internal administrative measurements of what con-

stitutes reasonable costs. Such coverage is generally administered so

that the fees which exceed a prevailing fee level for similar services

rendered in the community are subject to further review by the com-
pany initially and frequently discussed with the physician to seek a

reduction in the charge where it appears to be out of line. Where the

carrier is unable to obtain reduction of a fee, which appears to be
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excessive, and the medical profession lias established an effective peer

review committee, the carriers will frequently refer the case to such

committee for determination.

Skipping the balance of that paragraph.

The early experience with peer review committees and their poten-

tial impact on both physician's fees and the necessity of the services

rendered led to the interest of the insurance business in the medical

and health care foundations developed by the medical profession.

The ability of the foundation programs to generate savings is illus-

trated by the first year of operation of the Foundation for Health Care
Evaluation in the Twin Cities of Minneapolis-St. Paul. The general

rate of escalation of physician's fees during this period was 2 percent

in contrast with the 5.2 percent for the Nation as a whole.

We then point out the disadvantages of fixed-fee schedules and vol-

untary agi'eements on schedules and mention our experiments with

capitation and salary arrangements.
And at the bottom of page 19 we give our answer to the utilization

issue. To meet this issue the insurance business has worked with the

medical care and health care foundations and has encouraged them
to develop and expand current utilization control activities. These

foundation activities are relatively new and in the early stages of de-

velopment, but interest is expanding rapidly. The initial impact of

this type of control is to depress occupancy levels in the institutions

involved, reducing them to a more realistic level. The ability to re-

produce such savings in the second year of the program is questionable,

however, as there is no connnunity measurement of what is actually

needed ; no way to convei't surplus facilities to meet some other unfilled

need. No way to control the future expansion of facilities and services

in the area ; and no way to evaluate the institution's budget to prevent

a simple reallocation of existing costs to a lower occupancy level.

Thus, after the foundation's utilization control program has brought
occupancy levels down to a reasonable level, both the State and
areawide planning agencies would be requested to reassess their esti-

mate of current bed needs for the community. The planning agency
must be in a position to obtain compliance with its recommendations.
The insurance business has supported and will support the enactment
of "certificate of need'' legislation in all States.

At least 18 States have such laws. I understand that figure is now
20 States.

The combined impact of ex])anded foundation activities together
with the enactment of certificate of need and prospective budget
control legislation will have a cli-amatic effect on costs.

Turning now to health planning on page 21, the middle of the
page.

When Congress enacted Public LaAv 89-749, the Comprehensive
Health Planning Act, the insurance business developed its health
insurance council communit}^ health action planning program, Hichap
for short, to organize both industry and individual company efforts

in support of this legislation. There are a minimum of 139 represen-
tatives of member companies of the Health Insurance Association of
America serving on the advisory councils to the comprehensive health
planning agencies established in each State and on the boards and
committees of the regional areawide planning agencies.
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I have given Mr. Sharp a copy of this list.

A Hichap fimd was created in the early days of this program to

provide seed money grants to the ncAvly emerging planning agencies.

Liaison was established with the National, State, and local organiza-

tions concerned with planning. The insurance business has participated

in three demonstration planning projects in cooperation with theHEW
in the cities of Miami, St. Louis, and San Diego, Calif.

These projects which will be completed this year have attempted to

come to grips with the specific health care problems in each community.
It is hoped that the experience developed through these experimental
projects will be of value to other planning agencies as they deal with
similar issues.

Coming now to increased provider productivity on that same page.

The term "productivity" means increasing the capacity of the pro-
viders to produce more quality care at a reasonable cost level. There is

current widespread interest in alternative delivery systems which will

increase provider productivity. However, there are at present no ob-

jective criteria for evaluating the effectiveness of such competing
systems. Such evaluation is fundamental prior to any decision to com-
pletely change the present system.
Continuing now on page 23.

One method of carrying out such evaluations is through the medical
and health care foundations which have developed screening guide-
lines for: (a) a measurement of the range of reasonable charges for
physician's services; and (b) an identification of quality care, by diag-
nosis for both ambulatory and institutional services.

The foundation thus establishes a basis for monitoring the delivery

system with the cases falling outside of their guidelines subject to re-

view and evaluation. Corrective actions may involve a reduction in

the physician's fee where appropriate, reduce hospital stays, or point
up wasteful practices as the focus of future education of physicians
involved.
Thus, the foundation does give us the opportunity to examine the

present system, determine the things that require change, and offers

a practical arrangement for influencing future practices which are

controlled by physician judgments.
Insurance companies also have participated in experiments with

prepaid group practice and HMO's to determine the impact of this

method of delivery on the cost, productivity, and quality of care
rendered and to offer the consumer a dual choice option in obtain-

ing and financing health care costs.

We then mention our involvements with HMO's and summarize our
cost control activities which takes us over to page 27.

A brief description of the system of State regulation appears on
the pages I have just omitted. Part of that description deals with the
advertising rules that you talked about in previous hearings, and now
I only want to direct your attention to one paragraph on page 27, a
little past the middle.
To keep direct mail insurance, which includes insurance sold through

the mass media—and these mass advertisers—in perspective, it would
be well to note that this form of coverage represents only about 2 per-

cent of the total health insurance premiums written by insurance
companies during 1971.
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As our efforts to the future, this brief review of the development

and involvement of private health insurance over the past 30 years

indicates that it has been, and continues to be, a viable and growing

industry. It is an industry which is responsive to the changing needs

and wants of the consumer.
The statement also indicates areas where we can do better. No

enterprise, whether it be private or governmental is without fault.

There is always room for further improvement.

Over 3 years ago, our business became convinced that many de-

ficiencies in the system required correction. As a part of that system

we knew that there were some of the problems we could help correct,

others we could not. It was apparent that private health insurers

could not do the whole job.

There are segments of the population that cannot afford adequate

coverage. Further, there are others who for various reasons do not

choose to buy reasonably comprehensive coverage. Moreover, there

are some people who found it difficult or impossible to obtain coverage

because of their physical conditions.

Our goal was to develop a program that would make possil^le a

reoriented, better coordinated and more soundly financed system. It is

our firm opinion that the health care program developed by our asso-

ciation, the essential features of which are embodied in the National

Healthcare Act of 1971 (No. 1490), introduced by Senator Thomas
Mclntyre, provides an immediate, pragmatic solution to the problems
which presently confront the delivery and financing of health care

in this country.

Healthcare calls for : Grants and loans for construction and start-up

of ambulatory care facilities ; scholarships, grants, and loan programs
for health personnel, and incentives for their practice in low-income

areas

;

all variety cost and quality controls ; and
effective comprehensive health care planning, including a national

Council of Health Policy Advisers.

Comprehensive health insurance benefits—nationally defined and
standardized, and building on current group and individual plans

would be phased in over a realistic period. These benefits would cover

all forms of care—preventive, ambulatory, institutional, and cata-

strophic—and would be stimulated through Federal tax incentives.

Identical benefits for low-income groups, utilizing a system of State

pool plans of private health insurers and financed in part through
general revenues.

In summary, private health insurance has grown significantly over

the past 30 years, both in terms of the number of people protected

as well as the scope and breadth of its coverage. It has been adminis-

tered at the lowest possible cost consistent with sound business prac-

tices. It has exertecl a desirable influence upon the control of costs

and the quality of health care, and programs now underwaj^ will do
even more. It is supervised by a basically sound system of State

regulation.

It has earned the privilege to continue to serve the American public.

Thank you, Senator,
Senator Hart. Thank you, INIr. Hemry.
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You, I think, have helped us by excerptinc; from page 27 here, tliat

one paragraph. You remind us that tlie mail order business is just 2

percent of the total health business.

Mr. Hemry. Right.
Senator Hart. What is j-our own opinion as to the role the mail

order business should play %

Mr. Hemry. Well, as has been covered many times in the hearings,
these plans in general provide supplementary benefits. So long as the
public really understands that these are not substitutes for basic cov-
erage or comprehensive coverage and all of the advertisements and
all sales pitches are honest and the people can understand them, then
we see no reason why they should not 1)e permitted to continue.

Senator Hart. I won't be unkind, by asking you the name of the
company that meets the test you just described, unless you want to

volunteer one.

Mr. Hemry. I think as a trade association person that I appreciate
your understanding, Senator.

Senator Hart. I confess that I am not at all comfortable on one
point you make that I tliink may lead us to quarrel. If people who are

solicited, understand the limitation of the coverage and what is meant,
fine. They can make their decision based oji an informed presentation.

But earlier testimony gave us the pi'ofile of the customers of one
such company, and clearly, hy reason of age, education, income levels,

they make up the very segment of the ]>ublic which is most likelj- to

be confused, the least likely able to be discerning and selective.

I shall not ask your opinion, but I have a feeling that few among
this group know^ what we mean when we talk about supplemental aiid

are least likely to understand the terms of the contract and, because
of their place in the general social scheme of things, are most subject
to the fears of menaces of illness, and the consequences, economically
speaking.
Do you have members from mail order ?

Mr. Hemry. We do have members wlio do insurance by mail order
and various forms of it. We do have a section in the prepared state-

ment that deals in some detail with the eiforts the association has
made, particularly in cooperation with the National Association of
Insurance Commissioners, the NAIC, to improve this situation.

Now, Mr. Hanna. our general counsel, has been very close to all of
those developments, and if you would cai'e to have him tell you about
tho'ie eiforts and activities, I am sure he would be happy to do so.

Senator Hart. Fine.

]\Ir. Haxxa. We agreed that the ol)jective here is foi- the insured
to understand his coverage, and we recognize. Senator, that tlie very
people who want this coverage maj- be the ones who will be most
difficult to make understand.
On the other hand, we believe that a company can follow the NAIC

rules carefully—and there are those companies—I agree with Mr.
Hemry that it is not appropriate for us name a company or name
it arid thereby implying that others do not follow the rules. Companies
which do carefully follow the NAIC rules for advertising, as amended
by the NAIC just 6 months ago with specific reference to the mass
media advertising.
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We believe tliat such achertisements can convey to the insiu"f»fl a
very clear, or as clear as possible, i)icture of what coverage is provided.
If the word supplemental is not clear, we mig'ht use the Avords meant
to be purchased in addition to your other basic coverage, which is the
substance of a phrase sometimes now used.

There may have to be fuither work along this line, but I think by
using the printed word with care and by working with the NAIC. good
advertising can be developed which will cause people to understand
their coverage to the extent possible.

We recognize that most of us probably don't understand what we
are going to get or not get from social security or a lot of other pro-
grams. We cannot expect i)erfection, but we can work in that direction.

I think a perusal of the work that has been done indicates real sin-

cerity on tlie part of a great majority of companies to advertise fairly

and completely.
Senator H.-arr. Sup|)lementals^—assuming now that the purchaser

understands the language—re})resent. at least in the mind of that pur-
chaser, an o})porrunity, perhaps the oidy opportunity, to obtain some-
thina- important to the purchaser and not available under basic con-
tracts. Is that right?
Mr. Hanna, Xot necessarily not available, l)ut perhaps in addition

to the basi(" contract, which the purchaser may have. The coverage may
be in addition to medicare. It may be in addition to a group policy or
in addition to some other individual policy.

The main thing is for him to understand what the policy covers;

that it pays only w^hen he is in the hospital if that is the fact; that it

pays not $600 a month which is $20 a day, so it is in terms that the

customer can understand easily.

Senator Hart. To the extent then, whether it is medicare or some-
thing else, to the extent that that is more broad rather than less broad,

you reduce the need for supplemental ?

Mr. Hanna. I expect you do, but I really know of no program that

has been devised which would not produce some need and undoubtedly
some desii'e for some supplemental coverages.

Senator Hart. So we conclude that when making that buying de-

cision, it is important the individual know what he has and know what
it is proposed that he buy ?

Mr. Hanna. Yes, sir.

jNIr. Hemry. Yes. sir.

Senator Hart. And you do not have to limit yourself to those then
with less than a high school education. We have identified a great
many ]')eople who have problems with both of them ?

iNIr. Hanna, Yes, sir.

Senator Hart. In the prepared statement you say there is a wide-
spread interest in alternative delivery systems which will increase pro-

A'idei' ]>T'oductivity and so on.

And you point out there are, at present, no objective criteria for

evaluation of the effectiveness of the systems. Yesterday or the day be-

fore—and you may have heard the testimony or read it—Dr. Romer
of the I^'CLA med school and a public health j^hysician gave us a

summary of a 7-year study he and his associates had made.
That study seems to indicate that while the commercial health in-

surance industry obtained the best risks, the Blues the middle level of



1322

risks, and the greatest—as distinguislied from the best risk—winds

up in the 2:roup practice.

That study suggests that the cost, when you take premium charges

jjhis out-of-pocket charges, is heaviest for the commercial insurance,

at least for the group. And having defined what elements he included

to make the judgment as to what the quality of care is, that study

suggested that the best care was obtained through the group practice,

and the last satisfactory through commercial.

Now. how do you react to that study ?

Mr. Hemey. Yesterday was the first time that I had ever heard—or

any of our people had heard—of this study. I did hear the testimony.

I therefore feel completely unable at this point to comment on the

validity of the methodology and on the conclusions drawn.
The professor said that in a month or so he would have a 100-page

summary report., and then later a complete report of several hundred
pages. I would think that at that point our statisticians could examine
the report. Then we could come to some conclusions.

I was very interested in his study and in his figures. We will be very

interested in examining it with great care to see just where we do come
out.

The other thing I would say is this : Our association and the con,-

mercial insurance companies, are working very hard in a very broad
way in this field of HMO development.
Many of our companies are involved importantly in many of these

HMO's throughout the countiy. And we, on a very broad basis, are

making dual choice options available to present policyholders so that,

to the extent that these conclusions are sound, we are moving right

ahead to encourage this development.
We have appeared before both the Senate Health Subcommittee,

and the House Subcommittee on Public Health and the Environment,
saying that we are doing these things ; we are trying to move ahead

;

and we are not waiting.

So to that extent and the extent that his conclusions are sound, we
are going ahead. I am inclined to think that as these spread the real

proof of the pudding is going to be how they develop and stand up.

But I just would not feel capable of commenting at this point on his

study, as such, and on his conclusions.

Senator Hart. I think it is more responsible for you to reserve com-
ment, giving the massive data that must be behind that subject and
giving you an opportunity to evaluate that, rather than tackling it now.
Mr. Sharp ?

jNIr. Sharp. Thank you, Senator.
Mr. Hemry, the Health Insurance Association of America was asked

to supply and they did supply a list of names of agents and company
personnel, regional officers, and field directors, et cetera, who are as-

sociated with or have representatives on the comprehensive health
planning agencies in the States, the so-called A and B asfencies.

I note that you make passing reference here, in your full statement
to the comprehensive health planning agencies and the Hichap pro-
gram.
You say there is a minimum of 139 representatives of the member

companies of your association serving on the advisory councils to the

comprehensive health planning agencies.
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Now, I would like to get certain background information into the
record here, to put this all in perspective. Six years ago Congress
established comprehensive health planning on a State and areawide
or local basis.

The Federal Government under a matching grant program puts
up 50 percent of the money to both the 314(a) State agencies and
the 314(b) areawide or local comprehensive health plan, and the
States match the funds for the State plans, and a mixture of private
and public funds, depending on local law, match the funds for the
areawide plans.

In essence, comprehensive health planning is an outright admis-
sion that marketplace economics—competition, supply, and demand-
are not operating efficiently and sufficiently with respect to health care

resources.

The Federal Government has stepped in to see if it can help do this.

It was deemed a partnership—I believe it was called a partnership
for health care resources.

]Mr. Orsini. a partnership for health care programs.
JSIr. Sharp. A partnership for health.

Kecently, before the Institute of Medicine on May 10, 1972, Secre-

tary Eichardson stated

:

Today all States and territories have comprehensive health planning agen-
cies and more than 170 local and areawide agencies now serve ahout 70 percent
of the Nation's population.

By the way the law establishes these comprehensive health plan-
ning agencies providing that there must be 51 percent or more con-
sumer representation. I would like to read just a little bit more of
what Secretary Richardson had to say.

He said

:

From their inception these agencies have been underfunded and understaffed.
Even more pertinent, they have not had any real authority to coordinate plan-
ning.

One of the Secretary's conclusions was

:

Ultimately, we may conclude that to provide adequate health care we are
simply going to have to invest a great many more dollars. Just as no amount
of money is likely to help solve our health care problems in the absence of sound
planning, so no amount of planning can be expected to solve these problems
without a commitment of suflBcient resources.

It is my understanding, in reading your testimony, and from other
literature we have received from the Health Insurance Association and
from the Health Insurance Council, that you have been fairly active

over the years in comprehensive health planning, both the A and the
B agencies ; is that correct ?

Mr. Hemrt. That is correct.

Mr. Sharp. In fact, it is my understanding—and please correct me
if I am wrong—a gentleman by the name of Arthur Browning of the
New York Life Insurance Co., who is a vice president, serves on the
comprehensive health planning organization task force for the city

of New York.
Is that still so ?
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Mr. Hemry. Yes.
Mr. Sharp. Is he in cliarge, basically, is he the man who shall we say

assumes the leadership to move this thing' for Hichap ?

Mr. Hemry. May I interrupt right here, and say that Mr. Orsini

is the director of the Health Insurance Council.

The Health Insurance Council is a division of the Health Insurance
Association of America. It is a part of our organization. It was set up
to be concerned with and to deal with relationships with hospitals,

doctors, nurses, and the various providers of care.

Mr. Orsini is much better informed in the area of Hichap and these

other areas of control of costs of medical care than I am. I would
like to turn this discussion o\'er to Mr. Orsini.

Mr. Sharp. I will direct my questions to—is it Mr. Orsini ?

Mr. Orsini. Orsini.

j\Ir. Sharp. Thank you. Mr. Browning still, then, is in charge. I
mean, he is the member of the company who is in charge of the
pi-ogi-am ?

Mr. Orsini. Mr. Browning is chairman of our community health
planning committee, which is one of several departments in the Health
Insurance Council DiAision.

Mr. Sharp. In this piece of paper hei'e, a photostatic copy of the

actual document submitted to HI^W in the granting application, he
was nominated by tJie Plealth Insurance Association of America. And
he is listed as a provider representative.

Mr. Orsini. That's correct. In that instance, but there are insurance
representatives on other advisory councils, who are participating as

consumer representatives, they are carry
Mr. Sharp. Do you know Mr. Larry Newell ?

Mr. Orsini. Yes,
Mr. Sharp. He is associated with your program?
Mr. Orsini. He was associate director in charge of the planning

department, working under my direction.

Mr. Sharp. "Were you (it a conference in St. Louis, Mo., on October 15,

1970?
Mr. Orsini. No; I was not at that conference. I believe Mr. Newell

was, though. That was one of our predemonstration planning projects.

Mr. Sharp. Mr. Newell stated at that conference on October 16 that

:

Coniprelieiisive health planning was in a crisis—a crisis for survival. It is

up to tlie c< immunity level if the partnei'ship for health is to survive. It requires
a concerted action on the part of public, private, and government.

Later one of the representatives stated that

:

Community health planning may spend most of their energies in trying to stay-

alive, when there are relatively few dollars that are needed.

It has been said, as to these area B ])lans that although some insur-
ance company money had come into them originally, they are liter-

ally starving for funds to match the Federal grants. This was one rea-
son for Secretary Richardson's comments.
Ho you have any comment on that ?

(Document follows. Testimony, resumes on p. i;>25.)
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Memoranda of Claltdia B. Galihke of Health Services aso Mental Health
Administration. October 20, 1970

Subject: Attendance at St. Louis, Mo. Meeting on Financing of CHP, October

15-16, 1070.

(Notes on Discussion on Friday, October IG. 1970.)

"Mr. Philips (Chicago) indicated that after getting the presidents of the major

insurance companies together to discuss funding problems, Chicago had received

a grand total of $7-jO from each."

"Jacksonville

:

Federal grant ''?S4. 000

Total budget 1"0, 000

City of Jacksonville •'^•"». 000

Chairman of Council, Indiana Life Insurance (approximately) 25, 000

Prudential 2, 000

P.lue Cross (same to Miami) 2,500

Contractor ^
1.000

Hospital council •"' 000

Medical society ^ 500-1. 000

Other insurance '2. 000-3, 000

"Phoenix :

Federal grant -^^O. 000

Local government 10, ()00

Additional special study on burn and trauma 10. 000

Special study (hospital) 3,000

Blue Cross and Blue Shield •'>• 000

Health Insurance—National 1. POO

Individual hospitals 10. 000

Medical society 1> 000

Voluntary health agency 2,000

Labor 1. 500

Local industry 1> 000

National industry -> 000

"Chicago

:

Federal grant $33S. 000

Total budget 650. 000

Medical society 18, 000

Hospital 18.000

Cook County Board of Health 10.000

Chicago Board of Health 16,00(1

Northeast Illinois Plan 30, 000

Welfare Council 16, 000

Blue Cross-Blue Shield 18, 000

Chicago Community Trust 12.500

Foundation 10,000
"Atlanta :

Federal grant 112. 000

Local government 112. 000

Hospital district 10. 000

Blue Cross 2, 200

HICHAP 1,000

1 Purchase order, emergency medical care, .$2,300.

"Larry Newell (formerly of HICHAP) indicated that CHP was in a crisis

—

a crisis for survival. It is up to the community level if the Partnership for

Health is to sui-vive. It requires a concerted action on the part of Public-Private-

Government."
":\Ir. Newell indicated that he felt it reflected on the partnership which isn't

working."
"CHP may spend most of their energies in trying to stay alive (raising funds)

when there are relatively few dollars that are needed."
"Milt Gans and we are playing games. If we're really trying to change the sys-

tem (social and health) funds are not going to come from the local level. If local

funds must be raised and used in the next 50 years, nothing will happen."
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Ml'. Orsini. I would agree with Secretary Richardson's observa-
tions. I think the problems confronting planning, they are under-
staffed, they are underfinanced, and they have no way to enforce their

responsibilities.

As far as our progress in relating to those problems, we thought
the way to give them authority was through certificate of need legisla-

tion stipulated in our statement. As far as financing, the understaffing,

Ave looked at the problems. The original concept of these agencies is

that they could be expected to perform a job assigned to them and do
it on a basis in which once a year they are required to go around and
solicit funds from the community for a voluntary basis.

It required reevaluation it seemed to us. We think the basic financing
concept of comprehensive planning ought to be preexamined.
On that, of course, v\'e feel that in the interim we have to encoui'age

our companies to assume their share of the operating budgets of these
agencies, and we have attempted to do so.

Mr. Sharp. Is it not a fact the insurance industry as a whole has put
very little money into the area B plans ?

Mr. Orsini. We do not know. As you well know, we had the original
seed grant fund which was terminated in 1970.

At that point we undertook to transfer this responsibility to the
companies, and have them make their contributions individually in

each community.
We do not have an accurate reading of how much money was gen-

erated or contributed. I think the question of whether there was a lot

contributed or a little contributed is a matter of relevancy. I cannot
give you an actual, factual figure.

Mr. Sharp. We will introduce into the record some samples taken
from the HEW files showing the contributions to various area B plans.

Senator Hart. It will be made a part of the record. (See pp. 1360-
1360.)

Mr. Sharp. The law states that 51 percent will be consumers.
Mr. Orsint. I think the original intent involved 51 percent with con-

sumer control.

Mr. Sharp. That is what the law says, is that not correct ?

Mr. Orsixi. Yes.

_
Mr. Sharp. What is your feeling as far as getting innovative orga-

nization, delivery, and financing of health care where providers can be
shown to be in control, not consumers on a State or local basis ? What
is your reaction ?

Mr. Orsini. You have got to remember, in establishing the respon-
sibilities of these agencies, the point was made that they have no clout ?

You have an advisory council to the agency, which is advisory to
the head of the comprehensive health planning agency, which was
appointed by the Governor.
However, the decision is made by the head of the comprehensive

health plamiing agency.
You have, at the areawide level, a mix of community interests, with

the idea of 51 percent consumer involvement. Incidentally, the ap-
proval of the board as to whether or not it does in fact represent 51
percent consumers is a function of the B agency making recommenda-
tions to the A agency. Ultimate approval rests with the regional office

of HEW.
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So we still have, however, at the regional level an advisory function
being- performed, an advisory fmiction as to whether or not the needs
and priorities of that conmiunity in terms of their manpower, facili-

ties and services resources are adequately being taken care of.

That recommendation is, again, submitted to the head of the "A"
agency, and he takes hnal action on the issue.

Mr. Sharp. In Fort Smith, Ark., the areawide "B" agency plan, its

health planning executive committee has five consumers, ostensibly,

and four providers. Now, there was a Mr. Paul Schaefer from Fort
Smith, Ark., listed as a consumer, and he is executive director of the
Arkansas Medical Society.

That would shift this committee to five providers and four con-

sumers. I assume that in most States the medical society representa-

tives are listed as providers.

Mr. Orsini. Again, I want to repeat that the responsibility for ap-

proval of the distribution of the board, providers and consumers, is

a function of the regional office of HEW. It is based upon the recom-

mendations of the "B" agency to the "A" agency and then on to the

regional office.

Mr. Sharp. We understand that. Now, in Tucson, Ariz., for ex-

ample, on the "B" agency health planning council's executive com-
mittee there is a Mr. William Alberts, Jr. Again, we have a situation

of a health planning council of seven members, four of whom are

ostensibly consumers and three providers. Mr. William Alberts is

listed as a consumer, and it states in his bibliography that his term
ends in 1973, and that

:

The Health Insurance Council (HIC) although it has no office in Tucson,
has designated Mr. Alberts as its local representative. Because of his general
community concern for the problems of reimbursement for health services, and
because of his knowledge of and contacts in health insurance, Mr. Alberts was
selected to represent the health insurance industry.

Further on in this bibliography it shows that Blue Cross represen-

tatives are listed as providers. We have gone through these—and I am
not going to take the time, Mr. Chairman, now. We would like to in-

troduce into the record the number of instances where Health Insur-

ance Council members are listed as consumers.
Now, do you feel that this complies wdth the intent of the statute ?

Mr. Orsixi. First let me make the distinction between Blue Cross
and insurers as to why Blue Cross might always be construed a
provider.

You must recognize that in most Blue Cross plans there is very
hea^'y involvement of hospital administrators on the board. You
must recognize that Blue Cross does have a contract with the hospitals

where in many instances, the hospital coinsures their liability in the

event of insolvency. So that the basic ties between Blue Cross and the

provider, I think, would tend to produce that kind of consistency.

As far as our involvement is concerned, I view our involvement as

fundamentally that of manifesting the interest and the concern of

tlie consumers who w^e insure, I see no conflict of interest in the

objectives of the planning statute initiallv in terms of expanding the

availability and the accessibility of health care resources Avith this

consumer and provider decision or line of demarkation, as far as

our interest is concerned.
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We feel we can relate to the public interest issue very clearly.

Senator Hart. I M'ould ask you to yield to Senator Gurney.
Mr. Sharp. Yes, sir.

Senator Gurxp:y. Thank you, Mr. Chaii-man.
I notice in your statement that you refer to the numbers tliat are

insured in this country under various health insurance plans. I think
it is about 100 million, as I recall, in one instance.

Do you have any idea of how many complaints you get from your
consumers that have health insurance plans, insured by private in-

dustry over a yeav ?

Mr. Hemry. I certainl}^ could not give any estimate of that. We
knoAv there are some. They come to^—as somebody was saying eai-lier

in the liearings—somebody who has a com})laint not infrequently
they write to tlie piesident of a company. They think that will get
attention, and, as a matter of fact, it does.

1 used to answer those letters for the president of a company I
Avas associated wdth, and he saw them.

If they are still unhappy, or sometimes in the first instance, they
will write to the insui'ance commissioner. And then it gets back to

the compan}'.

Yes, sir; there are complaints. Thei'e is no question alfout it. I^ut

the magnitude of it, as compared with tliis 100 million who have
catastrophic coverage and the 170 million who liave hospital coverage,
well, I know it would be a very tiny fraction. But what it would be,

I don't know.
Senator Gurxey. It is a fact, I take it, that over the years—and

I think you mentioned in 1951, some of this health insurance, again,
there has been a tremendous increase in volume and sale of piivate
health insurance coverage. Has there not ^

Mr. Hemry. Oh, yes. There is really a i)henomenal growth. I think
in one draft of this statement we said the growth is not matched by
any other business. AYe decided that might be an overstatement, but
it might not have been. We took it out. But it has been a phenomenal
growth.

Senator Gurney. It tends to indicate thei'e ceitainly is a general
acceptability among consumers in this country of private health in-

surance coverage.

jNIr. Hemry. It seems so to us.

Senator Gurxey. I have one or two questions here on your state-

ment.
Page 14, on this part about health costs, I must say I do not under-

stand tliat first paragraph. I read it over. I just do not understand it.

Could you explain that to me?
Mr. Hemry. Senator, I am delighted that you brought it up. I am

going to pass the buck again to Mr. Orsini. But when you were asking
your question about what health insurance industry has done to
control the costs of medical care, we squirmed in our seats because
we really wanted a c;liance to answer that question.

Mr. Orsini, I think, can do it a good deal better than I, so I will
ask him to respond.
Mr. Orsini. Senator, may I clarify the para_gi\aph that you are

referring to? It is the one under the heading, "hospital costs"?
Senator Gurney. Yes.
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Mr. Orsini. Well, I think the best way to understand it is to reco<s-

nize that the hospital recovers, at the present time, more than D5

percent of its operating income from patient sources.

The patient sources are made up of Blue Cross subscribers, Govern-
ment beneficiaries, whether they have medicare or medicaid, people

who are insured, and people who are uninsured.

Now, the basic problem stems from the fact that a hospital has a

total budget which reflects its operation and tlie credibility of its

operations. However, it recovers this total budget from these multiple

sources.

Now, while we have negotiated relationships, voluntarily entered

into between the hospital and (xovernment, between the hospital and
Blue Cross, the fact is that as long as they have a source of uncon-

trolled income, the effect of any negotiated cost reimbursement
arrangement does not exert any control over that total budget. If they

do not recover it from Blue Cross or medicare, they recover it by
shifting the burden to the patient who pays charges. That is a com-
bination of the uninsured and insured.

So we think that the point that was made earlier—and I think it

has been made several times throughout this discussion—as to whether
competition exerts any control on hospital costs, this clearly demon-
strates that it does not. It produces fragmentation and gaps in reim-

bursement, which eliminates any control on the total luidget.

So we are saying, when it comes to holding a hospital accountable

for its operations, there should be a one-time negotiation in which
all third party sources as identified are represented around the same
table. It should not be retros]:)ective, where the hospital has the oppor-
tunity to increase its costs and then pass them on.

But it should be prospective, and that we should be able to look at

that budget before they can change theii- rates, so we have a greater

predictability of cost.

And we say, too, that at the point where the negotiation is faced

there are three fimdamental issues to be resolved. The first is : "What
are your costs?" A uniform system of cost identification is needed.

There is money wasted now because the various third party sources

all have independent metliods of establishing the answer to the same
question.

The second question is: "Of youi- costs, vrhich should nrooerlv be
recovered from patients as opposed to nonpatient sources?" We think,

again, there is only oue principle that should override here. If the

service which the hospital is providing for the community is needed
and it is not clearly financed from some other source of nonpatient
income, then it should clearly be charged to all patients in tlie same
way.
The third question is: "Are your costs reasonable?"' And at th]S

jioint we think tliere is a need aiid there is an absence rifflit now of

the opportunity for peers in the field of hospital administration to

look at a given department's costs, and say :

Since we are comparing yon with tliis hospital over here and you are both
providing similar services, we think you could do a lot better job, and would
do even better if you adopted this additional cost-saving technique which has
been proven in this hospital.

We think that thei'e are real economies beh.ind this concept of

prospective budget control.

90-319—73—i)t. lA 50
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Senator Gurxet. On that point, how would you suggest that that

be handled most effectively ?

Mr. Orsini. Let me tell you how it has been done in New Jersey,

where they are applying this concept on a limited basis. They have set

up an advisory committee. On that advisory committee there were doc-

tors, hosj^ital administrators, and consumers.

And the evaluation of the elements of the budget is subject to not

only ])rofessional review, but the input of tlie consumer. And it is

surprising how many opportunities for economy have })een uncovered,

as demonstrated by the fact that they w^ere able to reduce the rate of

escalation on this point alone by 2 percent.

Senator Gurjs^ey. Is that done under New Jersey State law ?

Mr. Orsini. Yes. Right now it is not as comprehensive as we would
like it to be. We would like to change it so the impact can be spread

to all patients.

Senator Gurney. Do many other States have this kind of law ?

Mr. Orsini. At the present time there is one other State that has

this kind of law. That is Maryland. The 3-year disclosure period is

there so the impact of this legislation has not yet been felt.

We are sponsoring legislation in JMassachusetts which is currently

before the legislature. We have requested that it be introduced in

Pennsylvania and in New Jersey on a large scale basis. We are attempt-

ing to raise the issue in other States, even if it means we have to get

out in front.

Senator Gurxey. I had a question here. The last one I have. Are
regulations State or Federal ?

Since we are on this discussion, let's get to that now. Do you think

State regulations or the kind you talk about are sufficient and effective ?

Or do you think Federal regulation would be better ?

Mr. Orsixi. We are handicapped by the lack of complete experience.

The principle of State regulation, we think, is a valid principle.

However, we think you could perhaps examine the position taken

by the American Hospital Association at their last meeting with the

house of delegates where, in effect, they were suggesting that Federal
legislation to facilitate the expansion of these rate review commissions
in accordance with certain common criteria.

So that m.ay be an area for you to explore further.

Senator Gurxey. Perhaps if we could do it as in the area of air pol-

lution, we established minimum standards, although we do not pre-

vent States from going beyond that if they want to.

Mr. Orsixi. I think that is the intent for certain uniform criteria

applied here which would permit them to do it.

Senator Gurxey. Go on. I did not mean to interrupt you.

Mr. Orsixi. That is all right.

Senator Gurxey. I thought maybe you had not finished.

Mr. Orsixi. I am finished.

Senator Gurxey. On page 17 you talk about this foundation for

health care evaluation in Minneapolis and St. Paul. Could you describe

that a little more, what is the foundation? Is that a private founda-
tion?

Mr. Orsixi. No. What it is, as a matter of fact, we would be veiy
happy to furnish you after the hearing is over with a current "View-
point" which details this operation today, that "Viewpoint" being one
of our publications.
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It is an organization of doctors, with the board controlled by doctors,

but with consumers involved, with third ])arties involved, with the

planning agencies involved, with management and labor, as well as

hospital administration.

The intent was to set up a structure for momtormg the delivery ot

medical care in that community in accordance with cost criteria,

quality criteria, involving the question not only of appropriate care,

but what is medically necessary and unnecessary.

It has only been in operation 1 year. They have learned a great deal,

we think. We think that they have done a very effective job on the

fee control issue. We think they have isolated problems in terms of

making the quality control work, while it has not yet worked well,

they are moving in that direction.

We think it offers very realistic possibilities for influencing physi-

cian judgments in such a way, through this process of monitoring and

evaluation. The idea is that in order to look at the things that are

wrong with the system, you must isolate them by applying the criteria

as to reasonableness of costs, the necessity of the type of care rendered

in terms of quality criteria. Having sifted out that information, you

look at those cases.

Then you make your evaluation as to whether or not it was justified.

The fee issue—the doctors who are participating, and 92 percent

of them are, have agreed to be bound by the judgment of their peers,

and some of them have had their fees reduced.

The most significant figure, though, we think in the whole area to

date, and we hope it continues, has been as you look at the control of

the cost of doctors' fees, there are two elements. There is the problem

of taking care of the fee which exceeds the prevailing fee guideline

in that community, and they are able to do that.

But there is a much larger issue of depressing the general rate of

escalation in fees. The first year that this program operated, the gen-

eral rate of escalation—under a system where doctors set their own
fee level, but there was a monitoring system, and the process was being

applied by their own peers—the general rate of escalation was 2 per-

cent as opposed to better than 5 percent for the Nation as a whole.

This was a very significant saving we think.

Senator Gurnet. "\^^iat about hospital costs now as far as this foun-

dation is concerned ?

]Mr. Orsini. The way the foundation has approached the hospital

cost problem is to say"^ initially that control of hospital costs is not

their fmiction.

However, with this multidiscipline board, those of us who sit on

the board except to bring that issue up for review and evaluation, be-

cause we think the community shares an interest in this question of

how we hold the hospital accountable for its operation.

That happens to provide a good forum for doing it with the respon-

sible elements of the community in the picture at the same time.

Senator Gurnet. You are going to explore it, as I understand, and

possibly recommend legislation later on?

Mr. Orsini. And possibly take the initiative ourselves. We think

everybody ought to be aware of what is going on. Consistently, you

talk to the hospitals first al30ut our interest in legislation, and some-

times we find they are willing to support the principle, because they

do see it coming.



1332

I think it is important that tliey figure out how to live witli tho

new reimbursement j^attern.

Senator Gurnfa'. How did the foundation idea get started in Min-
neapoIis-St. Paul?
Mr. Orsini. I think the idea came about largely as a result of tlie

concern of the leadership group within the profession who could see

the pressures building around. They could see the prospects. They
could see the fact that a doctor could no longer relax on the question

of how he delivers care.

Now. it was a very small segment—the leadership group. But they
were foi-tunate in that they had the confidence of their associates,

and they have been able to maintain this confidence so far.

We see that in an awful lot of other communities now, there are

six others in the development stage now, and there are 30 now look-

ing at the question, I do not want to overstate that, because it is clear

that, as doctors get closer to this question of an effective monitoring
system, some of them become nervous.

On the other hand, we see much more wides]:)read interest than ever

l^efore. And our real goal is to look all the options over, and if we can
find something that works better, we want to try it. We want to be-

come involved.

Senator Gurxey. Is this just in Minnesota ?

Mr. Orsini. It is operated only in the Twin Cities now. In Hart-
ford, Conn., we have one that will be getting oif the ground around
the fall of this year. There is one in the process of development in

Seattle, one in loAva, Missouri, and in San Antonio, Tex, We con-

sider them second-stage programs.
We are involved in exploratory discussions with another 14 States

at the moment. So that it is clear, the interest this area is expanding.
Senator Gurnet. There is mentioned on page 18 of this Kaiser

plan, which has utilized hospital beds in a more efficient way than
the average in othei- communities.
How do you account for that? Can you explain that a little bit

more ?

Mr, Orsini. I think what we are trying to illustrate is that there are
right now wide discrepancies between the kind of organization that
the Kaiser plan represents and the system as a whole.

This is one of the discrepancies

—

the fact that Kaiser is organized
to deliver their care on the basis of two beds per thousand, and most
communities have four. Obviously, an inflationary cost influence.

What we are saying is that whether it is two or four, tlie optimum
level is probably somewhere in between. But on top of this we have a
planned expansion to go beyond four in many communities. We think
that rather than starting to expand, what we need to do is to imple-
ment this utilization control which the foundations are beginning to
develop so that we find out whether it should be two or four.
And then we should plan for expansion, once we have reduced oc-

cupancy to the optimum level.

Senator Gttrney. Has the Kaiser plan worked under this average
of two beds per thousand ?

Mr, Orsini. I think it has. I think their statistics in terms of re-

ducing hospital use are clear. We say there is a correlation between
bed availability and use. If you have 50-percent less beds available,
you have lower utilization.
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Senator Gurney. I gather that. But did they use any better meth-

ods of bed utilization ?

Mr. Orsini. Of course they have other things, I think, which are

not characteristic of the system as a whole. They do cover outpatient

ser\ices right across the l)oard. They have a comprehensive program.

In many plans we have outpatient coverage but in some we do not.

They have the opportunity to exert a direct impact on the budget

and tlie kind of efficiency tliat is built into their hospital operations.

In most communities we do not have that option.

Yes, Kaiser is doing a good job. I think nobody would debate^that.

The real problem is how do we reproduce the advantages of the Kaiser

arrangement in the system as a whole.

That is w^here the problem becomes more complex.

Senator Gtltrney. Any ideas on that ? I guess that is the question I

should have asked.

Mr. Orsini. Well, we are trying to suggest one way of doing it. We
should encourage foundations to develop a sensible basis for monitor-

ing what is going on in the community as a whole.

If in monitoring and applying utilization controls it becomes ap-

parent that you are overbedded as a community, we have a way of

dropping the bed availability through effective planning. If it Ijecomes

apparent that the hospitals in that community have really ignored

opportunities for improved efficiency, the budget review will give you

a chance to get a handle on that problem.

We think we liave a mix of responsibilities. The main point is how
do we coordinate all of these pieces so that in the final analysis w^e are

reproducing the things that are good about competing systems, or at

least finding a way to test the ability to reproduce them.

Senator Gurxey. One final question. This is a question I asked this

morning about hospital costs, how to keep them down, how to get a

handle on them.
You have talked about many different ways here, including volun-

tary self-policing. Again. I ask the question : How best do you think

we can get on top of it ?

Obviously, it is a mix of pri\ate industry and of government. Which
is the best way to handle it in any way ?

Mr. Orsini. I think if you look jit the pieces as a whole, if you are

rroinir to hold the hospitals accountable for their luidget, I think we

have to do it through commissions, we have to find a way to expand

their development.
If you are going to exercise some control of the physician's judg-

ment who, after all, does determine when you need hospitalization,

how long you keep patients there, you have got to bring what he is

doing under some process monitoring and of peer evaluation. And we

have to have objective third parties with a window on that process.

We believe it helps the credibility of tlie end result.

Finally, we have to recognize we have given tlie planners a large

area of responsibility, but we have not given tliem the clout. We have

to give them, through certificate of need legislation, the authority to

enfoi-ce the decisions that are reached at the planning process at the

local level.

I think the mix of those three tilings will give u? a great deal more

to look at, offer great opportunity for progress, greater than wo

have now.
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Senator GrURisrEY. Thank you.

. Senator Hart. That was very helpful.

Mr. Sharp?
Mr. Sharp. No further questions.

Senator Hart. There is a passage in the early part of your statement.

Now, I do not want to end today on a depressing note. This is not in-

tended that way, but I want to get this thing in a little better focus.

You refer to the evolution of dramatic growth of coverage over 20

years ago. Insurance companies saw the need to cover costs of medical

care outside the hospitals, protection against the large expenditures

of illness. In 1951 this coverage, major medical expense insurance,

covered 108,000 people. It went to 76 million imder 65 by the end of

1970.

Blue Cross and Blue Shield and other prepaying plans were devel-

oping this same protection. You say

—

When their enrollment is added to insurance company coverages, we find over
100 million Aimericans with catastrophic expense protection against costs in-

curred both in and out of the hospital, including the costs of treatment for

mental illness and prescribed drugs.

I wish I could agree that was literally true, because that would be

a bright note on which to end. And it would give me the understand-
ing that each of those more than 100 million Americans is covered
against medical catastrophe.

Do you believe that ?

Mr. Hemry. Yes, I do. Of course, it depends on your definition of

catastrophe.

Senator Hart. It sure does.

Mr. Hemrt. And that varies according to income level. We do have
in the statement—I believe it is in here—some figures which showed
the percentage of costs paid by these catastrophe or comprehensive
plans, at the $5,000, the $10,000, and $50,000 level.

Quite recently, one of the major companies announced a plan with
limits of $250,000 for major medical and, certainly, that would
cover almost anybody's catastrophe. There would be very few cases

over that.

However, I think really—these plans are doing a good job there,

and are paying a very high percentage of the costs of these catas-

trophies.

However, the real answer—and I would like to end on a happy note,

too, and suggest that the real answer to the problem is a national
health insurance plan along the lines of Senator Mclntyre's bill. That
certainly would make insurance available to every American, regard-
less of income, and would provide truly comprehensive coverage phased
in over a period of time, so we do not overload the system with demand
that it cannot supply.
That is really the basic start to the answer to these, problems.
Snator Hart. Well, the language I cited to you could suggest, if

you read it literally, that the basic need has been answered for more
than half the people in this country right now. And it is that which
I question.

I agree, we may be playing with the definition of catastrophe.
Clearly we are.
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Given my impression of the coverage now available—not available

but rather the coverage which is held, I would have to define your
use of catastrophe as meaning one that is not a full-blown catas-

trophe. We have no feeling in this area that more than half of

the people in this country, which would be the case with over 100

million Americans, now have coverage that would protect them from
catastrophic health problems, both in and out of hospitals.

Mr. Hemrt. I do not want to presume upon your time, but these

figures were developed by Mr. Eobbins. He has not had a chance to

participate in our discussions.

Senator Hart. Maybe you could give us your definition of catas-

trophy as used in this paragraph.
INlr. RoBBiNS. I agree with a lot of what you said. Senator. I think

everyone's definition of catastrophe will differ, depending on his

individual circumstances.

I would like to add one additional fact, and that is that some of the

claim studies we have done indicate that a little under one out of a

thousand persons in this country last year had medical bills in a

given year of $5,000 or more.
For that one in one thousand that had $5,000 in bills, even a medical

policy with a $5,000 maximum would have helped him solve his

problems.
]Mr. Chumbris. Mr. Chairman ?

Senator Hart. Mr. Chumbris.
Mr. Chumbris. I have one question which was referred to me by

a Senator's office other than a member of this committee. ISIay I ask it ?

Senator Hart. Certainly.

]Mr. Chumbris. It will only take a few seconds.

This is the issue in a drug prescription program, negotiated between
a union and an industry through an insurance carrier. The local

pharmacies complained that this was price fixing and restraint of

trade in that pharmacies could not bargain, but must take the price

of the drugs offered.

The pharmacist has nothing to say, even though the price is to his

detriment.

Have you had that matter brought before you ? This has been going
on for several years, because the Congressman called me several years

ago on exactly the same point.

Mr. Hemry. Mr. Chumbris, I have heard about that program. I

think perhaps it is the UAW program that many companies are

involved in.

I would be reluctant at this time to attempt to answer it. If you
care to, however, we will be happy to prepare a response for the

record.

INIr. Chuimbris. That will be fine, Mr. Chairman. That would satisfy

the inquirer.

Health Insurance Association of America.
Washington, D.C., June 29, 1972.

Hon. Philip A. Hart,
U.S. Senate, Committee on the Judiciary, Suhcommittee on Antitrust and

Monopoly, Washington, B.C.

Dear Senator Hart: During our recent appearance before the Senate Sub-
committee on Antitrust and Monopoly, Mr. Chumbris inquired about prepaid pre-
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scription drug programs and whether our Association has looked into this mat-
ter. As you may be aware, these prescription programs liave been the subject
of an inquiry by the Subcommittee on Environmental Problems Affecting Small
Business to the House Select Committee on Small Business and a report of that
panel (House Report No. 92-683) was issued last November.
That report describes a prepaid prescription drug plan as a program "for

reimbursement directly to a contract member pharmacy for tlie cost of the drug
jilus a tixed fee for the pharmacist's professional services in tilling the prescrip-

tion." The description continues l>y stating that the "method of determining costs

and fixed fees varies considerably from plan to plan, although in most instances
these methods are set fortli in a contract between a member pharmacy and
the insurance carrier, or plan administrator."
On Jul.v 9, 1971 Bruce B. Wilson, Deputy Assistant Attorney General for Con-

sumer and Interagenc.v Affairs, Department of Justice, presented the Depart-
ment's views t(» the House Subcoiiiniittee on the development of such phiiis with
particular empha.>«is on the antitrust impiicatiims involved. We also recognize that

there are significant antitrust problems involved in tliese arrangements. Con-
sequently, the various committees of the Association, and our staff, have re-

frained from becoming involved either directly or indirectly in this area. Thus,
insofar as the role of the Association is concerned these plans are purely private
arrangements between individual insui-ance companies, their policyholders and
the individual pharmacies involved, and not an area for trade association par-

ticipation.

Respectfully yours,
Leslie P. Hemry, President.

INSURANCE COMPANY REPRESENTATION ON SEC. 314(a) HEALTH PLANNING ADVISORY COUNCILS TAKEN FROM
COMPREHENSIVE HEALTH PLANNING REPORTS AS OF 1971

(Insurance company people listed as consumer (C) and provider (P) msmbership in Health Insurance Council (HIC)l

State Number PorC NIC

Alabama 2 C
Arizona ._. _ 1 P Yes.

Colorado _ 1 P Yes.

Connecticut 2 P Yes.

District of Columbia. _._ , 1 P Yes.

Hawaii _.. 1 C Yes.

lowa_, 1 P Yes.

Kansas 1 C
Louisiana 1.. P Yes.

Maine _. 1 P
Massachusetts 1

Minnesota 3 C
Nebraska 1 P Yes.

New Jersey 2 C
New York !.-_ _.-. C Yes.

North Dakota 1 C Yes.

Oklahoma 1 C Yes.

Ohio 1 - C Yes.

Oregon _. 1 C Yes.

Utah 1 C
South Dakota _ 2 C
Tennessee _ 2_. C
Vermont 1 C Yes.

Wisconsin 2 C

Ft. Smith. Ark. Health Plaxning Executive Committee

Dr. George W. Alien, President. Provider.
Bob McCuistion. President Elect, Provider.
Dr. Charles I. Hughes, Secretaiy, Provider.
J. D. Martin, Waldron, Consumer.
Larry Randall, Fort Smith, Consumer.
Harold Oakes. Ozark, Consumer.
Mrs. Paul X. Williams. Booneville. Consumer.
Lawrence Wewers. Van Buren, Provider.
Paul Schaefcr, Fort Smith, Coiisuiuer.
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HEALTH PLANNING ADVISORY BOARD CONSUMERS

Name Title Address County

Mr. J D Martin Funeral director Martin-Rice Funeral Home, P.O. Box Scott.

428, Waldron, Ark. 637-2157

Rep. George Nowotny..__ State representative 1st Federal Bldg., Fort Smith, Ark. Sebastian.

Mr. Harold Oakes County extension agent P.O. Box 77, Court House, Ozark, Ark. Franklin.

667-3720.

Rev A J Parrish Minister 900 North 9th St., Fort Smith, Ark. Sebastian.

782-0688.

Mr. George Porter . .... Labor representative 1112 North 21st, Fort Smith, Ark. Do.

782-2635.

Mr. Larry Randall. . Retail business Randall Ford, Inc., 5500 Rogers Ave., Do.

FortSmith, Ark. 452-1311.

Mr. Reginald Saucier Owner-manager restaurant Shed Restaurant, Highway 71 South, Scott.

Waldron, Ark. 637-7407.

Mr E W Savaee Realtor 20 North Braodway, Booneville, Ark. Logan.

675-3320.

Mr. Paul Schaefer Executive director Arkansas Medical Society, P.O. Box Sebastian.

1208, FortSmith, Ark. 782-8218.

Mrs. Nancy Wenderoth Housewife 5703 Kinkead, Fort Smith, Ark. Do.

452-1320.

Mrs. Paul X. Williams Housewife.. P.O. Box 326, Booneville, Ark. Logan.

675-3281.

Consumer To be added - ---

Brief Biographical Sketch of Council Members

Name : Paul C. Schaefer—Consumer.
Occupation : Executive Vice-President of Arkansas Medical Society.

Formal Education : B.S. in Business Administration. University of Missouri.

Civic Activities and Organizations : Former member of Board, Salvation Army ;

active in Congressional Action and otlTer committees of local Chamber of Com-
merce ; has served a number of years as treasurer of Fort Smith Rotary Club

;

Executive Secretary, Medical Education Foundation for Arkansas.

Remarks : Good attendance, active, outspoken.

The City of New York, Comprehensive Health Planning—Organizational
Task Force

biographical statement

Arthur Browning, iXJ North Woods, Manhasset, N.Y., Residing in New York

City 36 year.s.

Occupation : Lawyer.
Employed by : New York Life Insurance Company, 51 Madison Avenue, New

York. N.Y.
Title : Vice President.
Nominated by : Health Insurance Association of America, 750 Third Avenue,

New York, N.Y'.

Tucson, Arizon.\

For the purpose of reconmiending major changes in County-provided mental

health servic-es.

consumers

William Alberts, Jr. ; term ends 1973.

Manager of Investment Department, Arizona Insurance & Investigation Corp.,

P.O. Box 12489, Tucson, Arizona 85711, Home address : 414 East Glenn Street.

The Health Insurance Council (HIC), although it has no office in Tucson, has

designated Mr. Alberts as its local representative. Because of his general com-

munity concern for the problems of reimbursement for health services, and

because of his knowledge of and contacts in health insurance, Mr. Alberts was
selected to represent the health insurance industry.

Mrs. Barbara Altman ; term ends 1973.

Committee for Economic Opportunity, 721 North Fourth Avenue, Tucson,

Arizona 85705, Home address : 8526 East 35th Street.

:\Irs. Altman is Director of Planning. Evaluation and Technical Assistance, of

the Committee for Economic Opportunity, the Community Action Program for

this area. She v,'iis elected to board membership lieeause of her level of technical

information as well as to strengthen Health Planning Council's relationship

with the broad spectrum of Office of Economic Opportunity-sponsored programs.
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Michael S. Borozan ; term ends 1971.
City of Tucson, Office of the City Council, 69 North Meyer Avenue, Tucson,

Arizona S5701, Home address : 2730 North Norris Avenue.
Mr. Borozan is a City Councilman of the City of Tucson. He was elected to the

l)oard upon the nomination of the majority of the Mayor and Council to succeed
the previous City of Tucson representative, Councilman Richard J. Kennedy. Mr.
Borozan is a teacher at Tucson High School.

SUMMARY OF BOARD COMPOSITION

The Health Planning Council board of directors is composed of 37 persons,
of whom 22 are consumers and 15 are providers. The proportions, then, are 59
per cent consumers and 41 per cent professional.

Ethnic-racial minorities are directly represented by four members of the
board. However, it should be noted that the interests of and concern for mi-
norities and the poor have further representation on the board through additional
members of agencies such as Model Cities. Committee for Economic Opportunity
and Pima County Hospital Consumer's Council, all of whom have continuing
interactions with Health Planning Council.

Criteria Assuring Broad Health and Consumer Representation

Each major socio-economic segment of the community is represented by a
consumer on the board of directors and on the standing committees on HPC.
When a vacancy occurs another representative of that segment is invited to fill

it. The same mechanism is used to assure that all major components of the
health care delivery system are represented. The consumer-provider ratio is

hereby also maintained.
The current officers of the Health Planning Council are:
President, Oscar A. Thorup, M.D., Provider.
Vice President, .T. Luther Davis, Consumer.
Secretary, Mrs. Julia C. Soto, Consumer.
Treasurer, Frank R. Guthmann, Consumer.
The officers named above and the following three board members comprise

the Executive Committee

:

William Alberts, Jr., Consumer.
Frederick J. Brady, M.D., Provider.
Donald G. Shropshire, Provider.

Community Service Council, Inc., Community Hj:ai.th Planning
Commission

birmingham, alabama
(P)—Provider 33.

(C)—Consumer .34—Includes the people in insurance business.
Chairman : Wm. H. Manly.
Co-Chairman : Frank Dominick.
Rev. H. W. Anthonv. (C), Minister, Bethel AME Church, 1423 Avenue K,

Ensley. 3521.S (7R.5-S779).

T. J. Barefield-Pendleton, M.D., (P), 8011/. Brighton Avenue, Roosevelt
City. Alabama, ,35020. (425-0941).
Harold Benson, Administrator, (P), Peoples Nursing Home, P.O. Box 1012,

Jasper. Alabama. .35.501 (3S4-90S6).
Chester W. Black, Administrator, (P), Shelby Memorial Hospital, Alabaster,

Aln bama. 35007. ( 66.3-0711 )

.

C. Preston Blanks, Jr. (Ex Officio) (P), Health Planning Administrator,
Alabama Advisory Council for Compresensive Health Planning, State Office

Building. Montgomery. Alabama, 36104. (269-6376).
Robert W. Block, President, (C) National Woodworks Inc., P.O. Box 5365,

35207. (252-7157).
John Bloomer, (C), The Birmingham News, 2200-14th Avenue, North, 3.5203,

(.32.5-2210 (Off.) .32.5-2209 (Direct) ).

.Joel S. Boykin. D.D.S.. (P) . 2723 20th Avenue. North, 3.52.34 (324-7.531).
Donald C. Brabston. (C) Ernst and Ern.st, First National Building, 3.5203,

(32.3-6,371).

H. Dale Brown, M.D., (P), Baptist Medical Center, 800 Montclair Road,
3.5213. C501-2.304).

W. C. Browne, M.D. (P) Vincent. Alabama, 3.5178 (672-2401).
Joe Bruno, President, Bruno Food Stores, 2620-13th Street, AVest, 35208

(786-5251).
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John L. Carmichael, M.D. (P) 2011-9th Avenue, South, 35205 (252-6141).

Glenn K. Cole, (C) Birmingham Labor Council, 1712-7th Avenue, North,

35203 (328-5866).
Gordon Craven (C), Parrish, Alabama, 35580 (686-7721).

Frank Dominiek (C). Dominick, Fletcher, Yielding & Dominic, Brown Marx
Building, 35203 (322-0653).

E. B. Glenn, M.D. (P) 1025 South 18th Street, 35205 (933-7071).

Leon C. Hamrick, M.D. (P) Lloyd Noland Hospital, Fairfield, Alabama,

3.5064 (785-2121).
Georg E. Hardv, Jr., M.D., M.P.H. (P) Health Officer, Jefferson County De-

partment of Health, P.O. Box 2591, 35202 (324-9571)

.

Paul A. Henderson, O.D., (P), Jefferson County Optometric Assn., P.O. Box
204, Bessemer, Alabama, 35020, (415-2401).

Tillman Hill, Administrator, (P), Burdick-West Memorial Hospital, Haley-

ville, Alabama, 35565, (486-5213).
Leroy Holt, M.D., (P), 316-17th Street, North Bessemer, Alabama, 35020,

(42.5-1035).
Duane T. Houtz, Administrator, (P), Baptist Med. Center, Montclair, 800

Montclair Road, 35213, (592-0081).
L. T. Hudgins (Retired). (C), Alabama Power Company, 506 Glen View Drive,

Jasper, Alabama, 35501, (3&4-4153).
E. O. Jackson, (C), Birmingham World Newspaper, 312 North 17th Street,

35203, (251-6523).
Joe James, Attorney, (C), Haleyville, Alabama, 35565, (486-2224).

Mrs. A. L. Jasper, (C), Guidance Director, Miles College, Vinesville, Alabama,

35208. (786-,5281).

Harry Jeffcoat, Jr., ( C ), Central Bank Building, 35203, (251-9221).

Robert J. Juster (Ex Officio), (C). Director, Regional Planning Commission,

Room 1524, 2121 Building, 2121-8th Avenue, North, 35203, (251-8139).

Mrs. Anna M. Kirksey, (C), 608 Country Club Drive, Roosevelt City, Alabama,

35020, Work : 428-9383 or 42.5-9418.

William M. Lawson, D.M.D., (P), 1914-13th Avenue, South, 35205, (933-1392).

Ralph T. Lyerly, (P), Northway Nursing Home, 1424 North 25th Street, 35234,

(328-5870).
Mrs. Annie Goree Madison, (C), 590-41st Street, North, 35222, (251-3819).

Hobson Manasco, M.D., (P), Haleyville, Alabama, 3-5565, (486-5255).

AVilliam H. Manly, Vice President, (C), Southern Services, P.O. Box 2641,

35202, (879-2231).
Mrs. John Massey, R.N., (P), P.O. Box 1, Locust Fork, Alabama, 35097,

(681-9746).
Sam L. Maurv, (C), Assistant to Vice Pres.-South, U.S. Steel Corporation,

P.O. Box 599, Fairfield, 35064, (783-2117).

]ilrs. Francis Maxwell, (C), 2204-6th Terrace, North, 35203, (322-0909).

Charles A. McCallum, M.D., D.M.D., (P), Dean, School of Dentistry, U. of A,

Medical School, 1919-7th Avenue, South, 35233, (934-4534).

Mrs. William C. McDonald, (C), 2201 Crest Road South, 35209, (933-0753).

William E. Miller, (P), Blue Cross-Blue Shield of Alabama, 930 South 20th

Street, .3.5205, (328-8111).
Charles W. Neville, M.D., (P), 2714-31st Avenue, North, 35207, (323-2526).

John M. Packard, M.D. (Ex Officio), (P), Bessemer, Alabama, 35020, (425-

2274).
:Mrs. Olive Pierce, R.N., (P), 910 College Avenue, 35209, (788-6581).

Robert Price, Blount Ct. Health Dep., (P), 307 5th Street, North, Oneonta,

Alabama 35121.
Rev. George Quiggle, (C), Greater Birmingham Ministries, 107 South 20th

Street, 35205, (2.51-5208).

Olen Roy Ratliff, (C) , State Farm Insurance Co., 2231^ 2nd Avenue, E., Oneonta,

Alabama 35121, (274-2123). „__„
Larry B. Richmond, (P), Crestline Heights Pharmacy, 60 Church Street, 3o213,

(871-0317).
. „ ^,

Hardin M. Ritchey, M.D., (P), Hill Crest Hospital, 7000 5th Avenue, South,

35212, (592-8976).
*Mrs Frances B. Russey, R.N., (P), Dir., Bureau of Public Health Nursing,

Jefferson County Dept. of Health, 1912 8th Avenue, South, 35233, (324-9571).

*Robert V. Sanders, Administrator, fP), Hill Crest Hospital, 7000 5th Avenue,

South, 35212, (836-7201)

.

*Consumer to be appointed.
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Harris Sauuders, Sr., (C), Sauuders Leasing System, Inc., 201 OflBce Park Drive,
35223, (879-2131).

Sheldon Schaffer (Ex OflBcio), (C), Cliairman of Health Research Committee
Head, Economic Research & Planning Sect., Southern Research Institute, 200fi

Dth Avenue, South, 35205, (323-0592).
James E. Sharman, Ed. D., (C), University of Alabama in B'ham, 1919 7th

Avenue, South, 35233, (934-5322).
John M. Slaughter. M.D., (P), Chairman, Jefferson Co. Bd. of Health, Lloyd

Noland Hospital, Fairfield, Alabama 35064, ( 7S5-2121).
S. L. Stigler, M.D., (P), 924 South 18th Street. 35205, (933-8028).
H. P. Turner, (C), Route 4, Box 209H, Cairo. Bessemer, Alabama 35020,

(425-7808).
John E. Walker, (C), Walker Plywoods, Inc.. 1139 1st Avenue, South, P.O. Box

332,35233. (252-9861).
Barney Weeks, President. (C), Alabama Labor Council, AFI^CIO, lOlS South

18th Street, 35205, (933-8956).
M. E. Wiggins, Pre.sident, (C), Birmingham Citv Council, City Hall, 710 No.

19th St., 35203, (323-5431).
David Williams, M.D., (P), 808 Orchard Road, Jasper, Alabama 35501, (384-

4330 or 387-2902).
Louis J. Willie (Ex Officio). (C), Executive Vice President, Booker T. Wash-

ington Insurance Co., P.O. Box 697, 35201, (328-5454).
W. Paul Yeager, (C). Planning Director. Shelby County, Route 2, Civil Defense

Bldg., Columbiana, Alabama 35051, (669-6091).
Brooks Yielding, III, (C), Jefferson F«ieral Savings & Loan, 213 North 21st

Street, 35203, ( 252-0281 )

.

MID-OHIO HEALTH PLANNING ASSOCIATION, COLUMBUS, OHIO

Pro- Con-
vider sumer

(5) William E. Brown, M.D. (Franklin), 181 Washington Blvd., Columbus, Ohio-._ X
Dr. Brown, health commissioner of the city of Columbus, was formerly a member of the

Clark County Health Planning Committee.
(6) George W. Byers, Sr. (Franklin), 46 East Town St., Columbus, Ohio X

Mr. Byers, an automobile dealer and philanthropist, has been a leader in United Appeal and
other community activities. For the past few years he served as hnance chairman of the
Frinklin County Health Planning Council, and last year was elected a vice president of

the federation.

(7) John E. Fisher (Franklin), 246 North High St., Columbus, Ohio X
Mr. Fisher, president and general manager of Nationwide Insurance Companies, has been a

community leader in numerous activities. He served as chairman of the Franklin County
Health M anpower Committee and later as chairman of the Areawide Health Manpower
Committer.

(8) Howard F anz (.'lanklin), 174 East Long St., Columbus, Ohio X
Mr. Franz, president of Blue Cross of central Ohio, has long been identified with financing

of health care activities. He has also served as campaign chairman of the United Appeal,

president of the Franklin County Red Cross, president of Rotary and president of the

Navy League.
(9) Paul R. Gingher (Franklin), 311 East Broad St., Columbus, Ohio _ X

Mr. Gingher, an attorney, has held most of the community leadership positions in Columbus
and has served as international president of the American Automobile Association. For

more than 25 years, he has been chairman of the Metropolitan Committee which endorses
and promotes delivery in both urban and rural settings. He served on the Scioto County
Health Planning Council prior to moving to London.

(19) Merle Hartle (Pike), 530 Seal Ave., Piketon, Ohio... X
An engineering official of the Goodyear Atomic Corp., Mr. Hartle is chairman of the Pike

County Health Planning Council. Mr. Hartle has a special interest in environmental health

problems in the lower Scioto Valley. He is widely known as a leader in Lions Club activities

in Ohio.

(20) Mrs. Evelyn Hausmann (Licking), 1551 North 21st St., Newark, Ohio X
Mrs. Hausmann, a housewife, is a member of the Licking County Health Planning Council.

She has been active in the Licking County Tuberculosis Association and served as co-

chairman of the County Bond Issue Campaign Committee. She is a former member of the

Board of Trustees of Licking County Memorial Hospital.

(21) Donald R. Haverick (Franklin), 1111 East Broad St., Columbus, Ohio X
Mr. Haverick, president of Buckeye Union Insurance Company Division of Continental

Insurance Co., has been a prominent Catholic layman in many Columbus activities. A
former president of St. Ann's Hospital Board, he is a member of the County Hospital

Commission.
(22) Clark A. Hess, D.D.S. (Ross), 33 West Main St., Chillicothe, Ohio X

A practicing dentist. Dr. Hess has played a prominent role in the operations of the Ross
County Health Planning Council. Dr. Hess has been especially interested in health man-
power programs.
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MID-OHIO HEALTH PLANNING ASSOCIATION, COLUMBUS, OHIO—Continued

Pro- Con-
vider sumer

(23) Frederick B. Hill (Franklin), 980 Parsons Ave., Columbus, Ohio X
Mr. Hill, Chairman of the Board of the Miraplas Tile Co., has Jong been an outstanding Meth- "

odist layman. A former president of Riverside Methodist Hospital , he is currently chairman
of The Columbus Foundation, which is a large nonprofit foundation receiving and dispens-
ing philanthropy. Mr. Hill has also bsen prominently identihed with the YMCA. A former
vice president of the Federation, he is currently chairman of the Franklin County Health
Planning Council.

(24) William H. Jackson (Fairfield), P.O. Box 415, Lancaster, Ohio X
Mr. Jackson, president of Diimond Power Specialty Co., a division of Baijcock & Wilcox, is

chairman of the Fairfield County Health Planning Council. He formerly served as chairman
of the County Environmental Health Committee in which he has great interest

(25) Rev. Msgr. W. E. Kappes (Licking), 56 Granviile Rd., Newark, Ohio X
The pastor of St. Francis DeSales Church, Msgr. Kappes is chairman of the Licking County

Health Planning Council. As a me.mber of the Bishop of Columbus' staff, he was prom-
inently identified with health and welfare activities in Ohio for many years.

(26) Albert H. Kessler (Franklin), 303 East Broad St., Columbus, Ohio X
An official of Columbus Mutual Life Insurance Co., Mr. Kessier has represented the health

insurance industry in many activities. As an elected official of the Health Insurance Council
and HICHAP, he participated in many conferences and seminars on health care. For the
past 2 years he chaired the Federation's committee to develop the Columbus Health
Insurance Program (CHIP), a program to provide a prepaid health insurance program for

the residents of the Columbus Model Cities area.

Lawrence Butler (Morrow), Main St., Fulton, Ohio __ X
Everett R. Beers (Pickaway), R.D. No, 1, Ashville, Ohio _

'""
x

Harry T. Vallery (Pike), R.D. No. 2, Lake White, Waverly, Ohio .

""
x

James C. Krug(Ross), P.O. Box 523, Bainbridge, Ohio ,. X
Richard Gardner (Scioto), Portsmouth Vetter Ins. Agency, 739 5th St., P.O. Box 1386, Portsmouth Ohio " X
Fred Kreis (Union), 297 North Cherry St., Marysville, Ohio X

FINANCING HEALTH CARE

Albert H. Kessler, Chairman, Columbus Mutual Life Insurance Co., 303 East Broad St., Columbus Ohio X
H. C. Schuyler (Fairfield), 229 East Allen St., Lancaster, Ohio._ X
J. Phillip Ambuel, M.D. (Franklin), Medical Director Out-Patient Department, Children's Hospital 551

South 17th St., Columbus, Ohio X
William. Ashleman, D.D.S. (Frankn), 327 East Sta te St., Columbus, Oh X
Walter T. Bond, M.D. (Franklin), 254 Woodland Ave., Columbus, Ohio X
W. E. Brown, M.D., M.P.H. (Franklin), Health Commissioner, city of Columbus, Department of Health X

181 Washington Blvd., Columbus, Ohio.

Robert B. Canary (Franklin), Ohio Department of Public Welfare, 408 East Town St., Columbus, Ohio X
Robert J. DuPont, R.Ph. (Franklin), Academy of Pharmacy of Central Ohio, 2147 North High St., Colum- "x

bus, Ohio.

William C. Earl, M.D. (Franklin), Children's Hospital, 561 South 17th St., Columbus, Ohio X
Howard C. Franz, president (Franklin), Blue Cross of Central Ohio, 174 East Long St., Columbus, Ohio X
OIlie M. Goodloe, M.D. (retired) (Franklin), 2532 Brookwood Place, Columbus, Ohio X
Robert W. Greer (Franklin), 1694 King Ave., Columbus, Ohio X
T. Kline Hamilton (Franklin), 2250 East Broad St., Columbus, Ohio '/.V.V.'." X
George O.Johnson (Franklin), Room 533, School of Allied Medical Professions, 1583 Perry St., Columbus, x

Ohio.

Robert Murtha, executive director (Franklin), 1st Community Village, 1800 Riverside Dr., Columbus x
Ohio.

Dean Phillips (Franklin), Director of Personnel, North American Rockwell Corp., 4300 East 5th Ave x
Columbus, Ohio.

Richard D. Ruppert, M.D. (Franklin), Assistant Dean, College of Medicine, The Ohio State University X
370 West 9th Ave., Columbus, Ohio.

John W. Schenz, D.O. (Franklin), 2255 West Broad St., Columbus, Ohio.. X
Robert Short (Franklin), 1851 Bryden Rd., Columbus, Ohio X
Richard L. Sims, administrator (Franklin), Doctors Hospital, 1087 Dennison Ave., Columbus, Ohio X
Braxton E. Tewart, director (Franklin), Division of Community Relations, Ohio State Regional Medical

Program, Stirling Loving Hall, B-Wing, Room 310, 320 West 10th Ave., Columbus, Ohio.
Richard Le.nyre, plant manager (Licking), Kaiser Aluminum Corp., Hebron Rd., Newark, Ohio X
Eugene A. Yazel(Marion), Mayor, city of Marion, City Hall, Marion, Ohio ..

' """
x

Thomas Washam,M.D.,LL.D. (Ross), Chillicothe Hospital. 425 Chestnut St., Chillicothe, Ohio X
Roger A. Burger, vice-president (Scioto), Blue Cress of Southwest Ohio, 1351 Wm. Howard faft Rd., X

Cincinnat, Ohio.

HEALTH MANPOWER

Harry Hamilton, chairman. Director of Editorial Services, Nationwide Insurance Co., 245 North High St., x
Columbus, Ohio.

Marvin Whitman, O.D. (Franklin), 700 Bryden Rd., Columbus, Ohio X
(Champaign).
RobertA. McLemore, M.D. (Clark), 18I5Crescent Dr., Springfield, Ohio. . _ _ X
(Delaware)
Walter K. Stewart, administrator (Fairfield), Lancaster-Fairfield Hospital, 401 North WwingSt., Len- X

caster, Ohio.

Aflarshall Boggs, superintendent (Fayette), Washington C.H. City Schools, 323 East Paint St., Washington x
C.H.,Ohio.

OlIieGcodloe, M.D. (retired) (Franklin), 2532 Brookwood Rd., Columbus, Ohio X
Ja-nasR. McCann, M.D. (Knox), Medical Arts Bldg., 812 Coshocton Rd.,Mt. Vernon, Ohio... X
George Mornce.Jr., M.D. (Licking), 1689 Bryn Mawr Dr., Newark, Ohio . X
Gerald E.Munn, M.D. (Logan), 120 East Sandusky St., Bellefontaine, Ohio X
J. J. Hartley, superintendent (Madison), London Public Schools, 60 South Walnut St., London, C)hio X
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REPORT ON CURRENT ACTIVITIES • APRIL 1972

STATESMANSHIP IN MEDICINE -

"THE FOUNDATION FOR HEALTH CARE EVALUATION"

The Tvvin Cities Story

FOUNDATIONS are under consideration by the medical profession in more than twenty-five states.

This issue of HIC Viewpoint is devoted to one of several variations in the FOUNDATION concept, namely
the Foundation for Health Care Evaluation currently operative in the Twin Cities of Minneapolis-SP. Paul.

We selected this program because of its unique organization functioning under the leadership of the

medical profession taking the initiative in responding to the major areas of public concern with respect to

the health care delivery system.

The Twin Cities Story tells why the medical profession in the Minneapolis-St. Paul area embarked
upon this ambitious program, delineates the aims of the FOUNDATION and provides an overview of how it

operates. The Story was prepared by the FOUNDATION president, Richard E. Anonsen, M.D., Thomas P.

Cook, executive secretary of the Hennepin County Medical Society and Carl G. Gustafson, FOUNDATION
administrative director.

Future issues of HIC Viewpoint will be devoted to e.xperimental activities being developed on a similar

broad-guaged basis. Editor

We decided to examine the mounting criticism of

tlie existing health care system with its allegations of
physician over-charging; inferior care; inadequate

health insurance protection and unjustified escalation

in costs due to waste and inefficiency. Inappropriate

utilization of ambulatory and institutional services

and the lack of or inferior care for rural and inner-

city residents have also been scored as has the void
existing in health education of the public.

We are keenly aware of such criticism so often

headlined in the news media, but physicians have gen-

erally been "too busy" to give them the attention

they deserve. The result has been a gradual erosion of
public confidence in the kind of care being provided
even though individuals may be eminently satisfied

with the relationships they have with their personal

physicians.

Investigation disclosed that such allegations were
supported by factual but isolated cases of care which
were being inflated to reach sweeping and inade-

quately supported conclusions of weakness in the

system as a whole.

Such criticisms, aggravated by inflation, appeared

to be the principal reason for the growing concern for

the ability of the average consumer to procure and
finance the cost of essential health care. Protagonists

were quick to use such criticisms as a public forum

for asserting the need to "revolutionize" the system

by abandoning present methods and creating a "new"
system patterned after the prepaid group practice

model. It is our belief that the complex problems in

the present health care system could be corrected

without resorting to "major surgery" and only after

careful diagnosis revealed the scope of such problem

areas.

As long as the individual practitioner oriented his

daily life almost exclusively to the care and treatment

of patients, such external pressures would eventually

bring about drastic changes in the system, influencing

tlie future practice of medicine and the delivery sys-

tem as a whole, with the experience and professional

judgments of the practicing physician exercising little,

if any, influence on the end result.

The first step appeared obvious: Develop a new
organizational structure, working side by side with

the Medical Society with which concerned physicians

could readily identify, exerting a leadership role to

bring constructive change where needed in the organi-

zation, delivery and financing of quaUty health care.

An attempt was made to identify the problem
areas in a reasonable order of priority. The following

issues were identified as prime areas of public con-

cern:
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1

.

The need to increase productivity of tlie pro-

vider consistent with a criteria of quality care at rea-

sonable cost;

2. The need to acliieve optimum utilization of

health facilities and services;

3. The need to improve the availability and acces-

sibility of health care to deprived members of our

population;

4. Tiie need to expand existing health insurance

benefits to provide a lull range of ambulatory, thera-

peutic, preventative and rehabilitative services; and

5. The need for an intensified program of health

education for all customers.

We examined the historical development and op-

eration of some peer review committees which had

been in existence for a considerable period of time

reviewing and evaluating problem fees generally

submitted by tliird party organizations. The functions

of the Peer Review Committee were applied to

less than \'~'c of the total fee problem and in many
instances, the consumer was still confronted with the

need to finance the difference between the committ-

ee's recommendations and the fee originally charged

by the physician. A second variation in Peer Review

was the medical care foundation concept originally

adopted in San Joaquin. California some 17 or 18

years ago. We observed its success in applying the

technique of peer review as a means of controlling the

reasonableness of physicians' fees, and in exercising

some influence in correcting problems of over-

utilization on the part of patients and, on a more

limited basis, unnecessary ambulatory services and

treatments rendered by some physicians.

The two fundamental prerequisites of the San

Joaquin concept, namely, ( I ) that insurance programs

certified by the Foundation must meet minimum
benefit criteria as established by the Foundation, and

(2) that the adniimslration of all claims against these

certified Insurance programs be processed by the

Foundation for a specific fee, appeared to limit the

scope of the program to serve equally, all residents in

the San Joaquin area. Not only did many of the plans

installed in the San Joaquin area fail to meet the

minimum benefit criteria but the Foundation was

competing with the insurance industry in tlie claims

administration function and often at a higher

administrative expense to the insured individual.

Without debating the merits of the Foundation pro-

gram, we concluded that it was too limited in scope

to enable the medical profession to exercise signif-

icant influence on the five major problem areas. We
accepted the responsibility of attempting to design a

comprehensive program adequate to the needs of our

metropolitan area. We knew what we wanted to

achieve but were somewhat vague as to how we might

attain such goals.

The medical profession's willingness to accept a

leadership role in bringing about constructive change

where needed in the health care system made it ob-

vious that the governing body of the Foundation

must serve as a forum for public accountability, in

judgments made by the practicing physicians in the

rendering of care. The influence which hospital ad-

ministration, compreliensive health planning, man-

agement, labor, third-party financing and consumer

interests, as well as units of government at all levels,

bring to bear on the healtii care system must be rec-

ognized and contended with by the medical pro-

fession. The newness of the venture and the need to

procure medical support on a voluntary basis from

the majority of practicing physicians was a challenge.

We recognized the need to utilize the judgment of

member-physicians in the correction of problems the

Foundation needed to resolve. It was necessary there-

fore, that the majority of the Board be composed of

practicing physicians. However, it was recognized

early that the influence of physicians would be read-

ily negated if we talked only to each other and failed

to relate to the rest of the health care community.

For this reason the composition of the Board with

which we started was made up of the following com-

ponents:

Twenty-eight practicing physicians

Two representatives of hospital administration

One Department of Public Welfare representative

One representative from the Comprehensive

Health Planning Agency and one from the

Areawlde Planning Council

Two representatives from management and two

from labor

Two consumer representatives

Non-voting representation from third party pay-

ers, namely, the Health Insurance Council and

the prepaid health service plans. Blue Cross

and Blue Shield.

Shortly after the Foundations launching in May,

1971, the need for direct representation from the

consumer in the work of the Foundation as a reflec-

tion of the interest and concern of the recipient of

such care was forcefully brougiu to our attention.

The Foundation's headquarters was picketed by or-

ganized consumers demanding that ( I ) the prevailing

fee guidelines be made public enabling consumers to

shop around for the less expensive doctors, and (2)

the Board of the Foundation be controlled by con-

sumers. Representatives of the Foundation subse-

quently held discussions with such consumer organ-

izations and learned that their primary concern was

the need for direct input of the consumer's point of

view in any impact the Foundation might have in

bringing change to the existing system.

Following extended discussions the Foundation

Board amended its organizational structure to provide

for appropriate consumer representation on this gov-
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APPEAL BOARD

FINANCE COMMITTEE

FOUNDATION FOR HEALTH CARE EVALUATION
BOARD Or DIRECTORS AND OPERATING COMMITTEES

BOARD OF DIRECTORS -41 MEMBERS
28 Practicing Physicians 2 Coniumers 1 Piannmg
2 Hospital Administrators 1 Social Welfare 1 Meiropo
2 Organized Labor 1 Health Insurance Council
2 Management 1 Blue Ctoss-Blue Shield
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itoriiig the delivery of physician's services was con-

sidered to be tiie responsibihty of the participating

insurance carriers and prepayment plans with the

specific understanding that the cases to be screened

for review would be submitted to the following

panels:

1

.

Fees and Necessity of Ambulatory Care

A physicians' panel consisting of a cross-section

of tlie medical specialists qualified to evaluate all fees

for the necessity of ambulatory treatment of any

given disease. In every instance the case is routinely

assigned to a physician practicing in the same spe-

cialty as the involved physician. The reviewer ex-

amines the facts, contacts the attending physician to

learn wiiether additional medical information bearing

on the decision should be considered and tlien pre-

pares a recommendation for submission to the lull

panel at its next meeting. The panel's final decision is

based upon a consensus of the opinion of tlie whole.

2. Vtdiz.xtion of Institutional Care

A panel of physicians drawn from a cross-section

of the medical specialties involved includes

representation from individuals now serving on the

Utilization and Review Committees of hospitals in

the Twin City Metropolitan area. The initial evalu-

ation of problem cases is assigned to a physician in

the same medical specialty who is not on the same

hospital staff as the physician under review.

HEALTH INSURAMCE GUIDELINES

While we were quick to acknowledge that the

public should have access to a full range of preventa-

tive, therapeutic and rehabilitative services, the ability

to produce tliese overnight posed somewhat of a

dilemma. Most existing insurance plans fail to provide

adequate coverage for preventive care or diagnostic

services when rendered on an ambulatory basis. The

first question to resolve was whether these plans

should be upgraded to comply with our minimum
benefit criteria, such as has been historically required

in the San Joaquin program, or to establish a blue-

print of what constitutes a full range of comprehen-

sive health insurance protection to be used as a guide

by the consumer but not required as a prerequisite

for participation of the plan in the cost and quality

control efforts of the Foundation. The latter course

was chosen because if the Foundation's impact on the

health care system was to be meaningful it should cut

across as broad a segment of the metropolitan coin-

jnunity as possible. If cost savings did result because

of the Foundation's efforts it was reasonable to

assume that employers and the insurance industry

might be encouraged to expand the benefits of exist-

ing plans, using the savings as generated to underwrite

the cost of broader coverage.

ROLE OF THE PRACTICING PHYSICIAN

Every practicing pliysician in our metropolitan

area - whether engaged in solo-practice, single spe-

cialty group practice, or multi-specialty group prac-

tice, whether paid on a fee-for-service, salary, or capi-

tation basis - has a vital interest in the work of the

Foundation and was encouraged to actively partic-

ipate therein. The Foundation represents the prac-

ticing physician in demonstrating his public accounta-

bility for his stewardship in providing quality care at

a reasonable cost to the consumer. His interest and

personal involvement in the discussions of the Board

and in the peer review process and evaluation func-

tions of t)ie Foundation is imperative. His commit-

ment in support of the Foundation includes his ac-

ceptance of the guidelines and of the judgments ren-

dered by his peers where specific cases may be chal-

lenged involving professional care which he lias ren-

dered.

We are indeed proud of the way in which the

members of the medical profession in the Twin-Cities

Metropolitan area have supported their Foundation.

At tliis point 947^ of the physicians practicing in this

are.i are Foundation members. All of the medical

specialists lent their cooperation and support in the

development of the Foundation's screening guide-

lines, and more than 300 doctors have served on peer

review panels without any compensation for the time

they have committed to this effort. It is anticipated

that during the current calendar year meniber-

pliysicians will have contributed more than 3600

hours of professional time to the activities of the

Foundation. In the spreading of tins load, no man
will be asked to contribute more iiian five hours per

month.
We view the physicians' response as a vote of con-

fidence in the purposes of the Foundation and an

expression of continuing concern for the type and

quality of health care dispensed among the residents

of this area. This new awareness of the need for the

medical community to participate in the decisions

which will exercise a significant impact on the prac-

tice of medicine bodes well for the future. The prob-

lem cases of non-participating physicians will likewise

be reviewed and evaluated by the Foundation. When
necessary the Foundation will provide an expert wit-

ness to support the decision rendered in a given case

should litigation subsequently occur between the

physician and the patient on the question of the rea-

sonableness of the fee or necessity of the care in-

volved.

ROLE OF THE THiRD PARTIES

Tlie Foundation lias souglit and obtained the co-

operation and support of all existing voluntary health

insurance plans including tliose underwritten by in-

surance companies and Slvie Cross and Blue Shield of

Minnesota.

UQ—73

—

Dt. lA- -51
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The relationship between the Foundation and any
insuring organization is build on the following prem-
ises;

1. The practicing physicians will assume responsi-

bility for the screening guidelines, the extent and the

scope of the program, and such judgments as might

be applied in evaluating the medical care rendered in

the community.
2. Participating health care plans and insurance

carriers will attempt to stimulate the sale of health

insurance benefits meeting the Foundation's guide-

lines and will apply the Foundation's screening guide-

lines in their normal claims administration.

The option to request review and evaluation of a

disputed case may be initiated by the insurance car-

rier or prepaid health service plan, the patient or the

attending physician. The participating physician, the

carriers and the patient, are governed by the conclu-

sions of the reviewing committees.

Such a relationship gives the Foundation the re-

sponsibility of exertmg tlie primary intluence in the

monitoring and the evaluation of physicians' judg-

ments involved in rendering care in the community.
We believe this to be one of the most critical points in

the entire program and recognizing that the carriers

(and others) were reluctant to surrender their prerog-

atives in claims administration to the Foundation, we
had to provide assurances of objectivity and credi-

bility. Two representatives from third parties, one by
the Blue Cross-Blue Shild plans and one by the Health

Insurance Council, were nominated to provide non-
voting consultants on the Foundation's Board and in

similar capacity at all Peer Review meetings and

appeal Board meetings of the Foundation. This rela-

tionship has worked very well in the brief time the

program has been operative. It has served to enhance

the objectivity of the program and will strengthen our

ability to bridge the "credibility gap" which has

emerged in many areas between the public and the

medical profession.

In addi.ion to the consumer representation we
have on this Board, the involvement of representa-

tives of third parties as non-voting Board members
and as consultants to review committees, provides the

consumer with a sophisticated input into the delibera-

tions and operations of the Foundation that should

enhance public acceptance of this program.

The professional time contributed by member-
physiciaris both on the Board and operating commit-
tees is not an expense chargeable against the Founda-
tion program. The additional staff and expenses of

office overhead to carry out the work of the Founda-
tion is contained in a separate budget charged to the

prepaid health service plans and the insurance com-
panies on the basis of the volume of business under-

written by each of them in this particular geograph-

ical area.

RELATIONSHIP OF THE FOUNDATION TO THE
TWIN CITY METROPOLITAN AREA

The success of the Foundation as a constructive

force for future change will, in a large measure, be
determined by our effectiveness in functioning as a

coalition of community interests in tlie health care

field. There will be coordination between physicians

and agencies that include hospital administration,

comprehensive health planning agencies, prepayment
and insurance plans, management and labor, state and
local welfare agencies as well as organizations which
are consumer oriented.

The operating responsibility of the Foundation at

the present time is focused on the quality and cost

issues of monitoring physicians' judgments in the de-

livery of health services. Wasteful practices in the

health care system will be identified and discouraged

by application of the principle of "peer evalution."

Recommendations for corrective action will exert a

significant impact on the total delivery system only
when all other components of the health care com-
munity are working harmoniously with us in support
of public interest.

The appointment of a consumer's advisory com-
mittee to the Board, in addition to representation

from management and labor, expanded the Founda-
tion's exposure to a wide range of consumer interests

and enabled it to get closer to the concerns of the

beneficiaries of our health care system. Consumer
activity will prove to be a vital part of our total pro-

gram - providing guidance on the unmet health needs

of concern to the community and on subsequent pro-

posals which will bring about change in our health

care system.

The Foundation needs to provide a new blueprint

for cooperative action, eliminating the adversary rela-

tionship which has often vitiated the capacity of the

voluntary sector to work in partnership with each

other and with government.

Pressure to "revolutionize" tlie health care deliv-

ery system continues to increase. Proponents of this

philosophy demand that the consumer be given a

choice in the way his health is financed and delivered.

A further stipulation is that physicians identify with a

new model under which he either works on a salary

basis or agrees to provide specific amounts of service

for a predetermined amount of money (capitation

payments). The Foundation has not taken a position

on this issue, recognizing that each physician has the

option to determine under which type of delivery

system he wishes to practice and what method of
reimbursement he will accept for his services.

We believe, however, that this issue involves sev-

eral principles with which we can identify:

I . The right of the consumer to obtain health

care from competing delivery systems, (e.g., solo

practice; single-specialty group practice; and multi-

specialty group practice.)
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2. The right of the individual physician to work
under any of the various options and be paid on a

salary, capitation, or fee-for-service arrangement.

3. The right of the individual patient to choose

or change physicians depending upon his degree of

satisfaction with the care received.

Each of the existing models for delivery and fi-

nancing health care have strengths and weaknesses of

their own. The fee-for-service, solo practice, single-

specialty group practice, and multi-specialty group

practice approach are vulnerable both to overcharging

and over-utilization of services since it is obvious that

the physician's income increases in proportion to the

volutne of service delivered and the fees charged.

However, one of the plus factors in this arrangement

is the built-in incentive to increase productivity by
taking care of more sick patients, thereby, increasing

both his production and incom.e.

Conversely, the salary or capitation arrangement

eliminates economic barriers for the patients' demand
for care and requires that the physician spend some
of his time with the "worried well." There may be

times when the consumer will elect to change phy-

sicians and obtain care outside the capitation plan,

thus increasing his total cost. Finally, there is the

question whether in the absence of a fee-for-service

incentive, the physician will increase his productivity

in taking care of more people and provide an ade-

quate level of care when his time has been paid for in

advance?

The Foundation's primary role in this area should

be to provide a vehicle for evaluating the cost,

quality, and producticity of competing delivery sys-

tems designed to sen'e the health care needs of the

consumer. The Foundation's guidelines, its peer re-

view and evaluation process, the monitoring of the

process by representatives of the third parties, and
the broad scope of Board representation, offer a

unique system for discharging these responsibilities

on a credible basis. In effect we have said that we are

best qualified to evaluate tlie performance of the

medical profession in a \\'ay that will enable the pub-

lic to make an informed choice when deciding where
and how to obtain care and on what basis to pay ior

it.

Our "Health Insurance Guidelines" represent a

comprehensive range of coverage which can be of-

fered the consumer through several options:

(a) by a capitation arrangement;

(b) by expanding existing insurance protection to

pay for the cost of ambulatory care and preventa-

tive health services: or

(c) by assuming the additional cost directly from
current income.

The consumer is entitled, however, to the assur-

ance that whatever option is used, the care rendered

meets the medical profession's criteria of quality and
reasonableness of cost.

PERFORMANCE TO DATE

Our Foundation is less than one year old. How-
ever, we can already look to accomplishments in spe-

cific areas and we are developing tentative plans for

future expansion which will broaden and strengthen

its effectiveness.

First, let's look at the accomplishments:

(a) Geographical expansion of the Program.

Initially limited to the Greater Minneapolis area,

the program now embraces the seven counties of the

Minneapolis-St. Paul Metropolitan area,, with more
than 2100 doctors of medicine, 28 hospitals and in

excess of two million residents.

(b) Carrier Participation.

Virtually all of the major insurance carriers in the

area (34 in all) and Minnesota Blue Cross-Blue Shield

participated in the program during its initial year of
active operation.

(c) Experience with Physicians Fees.

Of the total number of cases reviewed to date, it

is apparent that less than [% of all claims involving

physicians' charges have exceeded the guideline lim-

its. Of the 579 cases involving fee evaluation, 57.4%
were reduced and 42.6% were approved as submitted.

Surveys of physicians charge data for specific

diagnoses were conducted at the year-end interval to

determine the general rate of escalation of physicians

fees in this area, with physicians generally determin-

ing their own fee levels. The survey disclosed an in-

crease of slightly less than 2% at the 50th percentile

figure and at the 84th percentile the increase was
lower than at the 50th percentile.

We believe this experience is significant in two
respects: First, there were relatively few instances in

which the physicians charging practices in our com-
munity exceeded the prevailing fee guideline and
were challenged by third-party insurers; second, and
most important from the standpoint of the consumer
in our community, is the fact that the general rate of

escalation in physicians' fees was 50% below the na-

tional average, resulting in substantial savings to the

public. The cumulative effect of this trend extended

over the next several years will obviously generate

savings in the millions.

The fee guidelines were initially limited to the 32
most frequent procedures. They have now been ex-

panded to include an additional 47 procedures and
guidelines for the specialties of anesthesiology, radiol-

ogy and pathology.
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(d) Experience with Utilization.

1. Ambulatory Physicians Services — In develop-

ing guidelines for screening the necessity of physi-

cians services, including a quality component, it was

intended that the carriers would utilize this informa-

tion as a screen in normal claims administration. The
Foundation's first year of experience made it abun-

dantly clear that the information required to perform

this task is not normally available on routine claim

forms, thus limiting the carriers ability to apply this

type of guidelines. At this point in time we do not

have a reliable measurement of the problems existing

in this area. In cooperation with our physicians we
are examining the degree of interest on a pilot basis in

the application of a standard patient treatment form

to be used as the basic input for a computerized

screening process in this area.

2. Institutional Services - The original thought

here was that the guidelines for the more than 100

diagnoses which relate to most of the reasons for hos-

pital confinement would reflect medical indications

for the justification for the admission, the type and

extent of the services rendered, and the appropriate-

ness of the duration. Such guidelines were put togeth-

er based upon the consensus of the judgments of the

various specialties involved as to what constitutes

quality of care in the treatment of a given disease.

Two problems were encountered. First, there was

the fact that the duration guidelines v/cre drawn on

too liberal a basis resulting in too few cases being

submitted for evaluation. Second, the carriers were

again unable to apply a quality screen based upon
information ordinarily contained on routine claim

forms. The initial plan was that this .type of review

would be conducted on a retrospective basis follow-

ing the patient's discharge from the hospital and after

the claim was paid for the confinement involved, with

corrective action to be applied prospectively where
deemed necessary.

To strengthen performance in this phase of the

utilization review program, plans are being imple-

mented to apply current control on hospital stays

which exceed the 75th percentile of the duration data

compiled by PAS and applicable to our region. The
intention is to influence practices to accomodate to

an earlier discharge date when deemed medically ad-

visable, thereby reducing unnecessary confinements

and eliminating the hospital collection problem which

occurs in those instances where the third partV re-

duces the amount of its payment following the de-

parture of the patient from the hospital.

We are exploring the possibility of a computer-
ized screening system to obtain a more reliable

measurement of the quality of the care rendered and
a more effective method for isolating cases which re-

quire evaluation. The future thrust of our Foundation
program will be to lean heavily on changing the pat-

terns of physicians practices where necessary through

the effective monitoring of hospital stays and mean-
ingful education of those physicians rendering in-

ferior care.

FUTURE ROLE OF THE FOUNDATION

Almost the entire first year has been spent on the

problems of cost and quality in our health care sys-

tem and the development of a plan for eliminating

unjustified costs and encouraging optimum utilization

of existing facilities and services. During the coming

year we intend to focus on the major problems of

availability and accessibility of care for the total pop-

ulation in this seven-county Metropolitan area, seven

days a week, twenty-four hours a day, expansion of

prevai.ling health insurance benefits, and the develop-

ment of a consumer health education program.

The time has come to explore with other profes-

sionals in the health care delivery system, namely, the

dentists, pharmacists, nursing home administrators,

home care agencies, etc., where it is feasible and prac-

tical for them to link up with the Foundation, devel-

op their own peer evaluation processes for monitoring

the services of their members and join with the rest of

the community through representation on the Foun-

dation's Board in discussions of the larger problems

which effect the entire health care system.

It is readily acknowledged that we are one of the

youngest foundation programs in operation at this

time. There is no one perfect solution to the way in

which each community, both metropolitan and rural,

discharges its responsibilities in the health care field.

We have learned a great deal in the first full year of

active operation, have tried to be open-minded and

flexible in discarding ideas that do not work, and

eager to try new ones which appear to hold forth

greater promise. A significant change has occurred

within the ranks of our member-physicians. They
have developed a strong esprit de corps, and stand

ready and willing to face the challenge of change,

capable of responding to the charges of their critics

and exercising a sense of leadership that reflects the

dedication of the practicing physicians to discliarge

their responsibilities to the people in this seven-

county Twin Cities Metropolitan area.

Copies of this pamphlet may be obtained for distribution to interested groups from the HEALTH
INSURANCE COUNCIL, 750 Third Avenue. New York, N.Y. 10017.
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Senator Hart. Any further questions ?

Gentlemen, thank you very much.
]Mr. Hemry. Thank you.
Senator Hart. We will adjourn, subject to the call of the chair.

(Whereupon, at 3 :29 p.m., the subcommittee adjourned, subject to

the call of the Chair.)

COMPBEHENSIVE HEALTH PLANNING ASSOCIATION OF THE GeEATEE OtTAWA
Valley, Lima, Ohio

PKOGEESS EEPOET

Our problems regarding local funding have been resolved as a result of the
following:

1. As a member of the United Fund our Association will receive at least $10,000
or more per year.

2. A resolution was passed at the Januarj^ 20th meeting of the Western Ohio
Hospital Council stating that member hospitals will provide $14.00 per bed for
the fiscal period June 1, 1971 thru Mav 31, 1972 and $7.00 per bed for the fiscal

period June 1, 1972 thru ISIaj- 31, 1973.
3. Acceptance bj- the county for funding responsibility will guarantee total

funding.
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Areawide Comprehensive Health Planning in the Central Ohio River Valley
{Ohio, Indiana, and Kentucky)

Assurance of local matching financial support

Blue Cross of Southwest Ohio $16, 680
Blue Cross of Kentucky 1, 500
Greater Cincinnati Hospital Covincil (contributions from hsopitals, at

$4.50 per bed) 25, 000
Hamilton County 10, 000
The Community Chest and Council of the Cincinnati Area 30,400
Model city contract (pending 2d year funding) 40, 055

Total 123,635

Note: Verbal and/or written assurance has been received from the above
sources regarding financial support, in the amounts indicated for CORVA's fiscal

year, June 1, 1972, to May 31, 1973.

Walter Blair (Consumer, 1-year term), Room 301, Municipal Building (Of-

fice). Hamilton, Ohio 45011; 270 S. Washington Blvd. (Home), Hamilton, Ohio
45013.

Mr. Blair is the present Planning Director of the City of Hamilton. He is also

the Secretary of the Executive Committee of CORVA and a member of Areawide
Environmental Health Committee. Mr. Blair is a past Chairman of the Budget
Committee of United Community Services, and was a two-year member of both

the Planning Committee and the Agency Evaluation Committee. He also is a
member of the Board of Directors of OKI and serves on the Executive Com-
mittee.

John M. Bullock (Consumer, 2-year term), First National Bank (Office), P.O.

Box 1038, 111 E. 4th Street, Cincinnati, Ohio 45202; 6749 Wetheridge Drive
(Home), Cincinnati, Ohio 45230.
Mr. Bullock is the President-elect of the Board of Trustees for CORVA. His

occupation is Senior Vice President for First National Bank. Mr. Bullock is pres-

ently on the Board of Trustees of CORVA, Providence Hospital, St. Francis
Hospital, St. Mary's Hospital, Cincinnati Symphony Orchestra, Children's Hos-
pital, as well as Secretary of the Gale Charitable Foundation, He was also Past
Chairman of the Hamilton County Mental Health and Mental Retardation Board.
Past health related activities include membership on the Board of Trustees of

the Central Psychiatric Clinic, Child Guidance Home, Hamilton County Asso-
ciation for Slow Learners, Hamilton County Diagnostic Clinic for Mentally Re-
tarded, Health Careers Association of Greater Cincinnati, and United Services
for the Handicapped. Mr. Bullock was also on the Cincinnati Board of Health,
Mental Health Advisory Committee.

R. Arthur Carvolth (Provider, 2-year term), St. Luke Hospital (Office), 85 N.
Grant Avenue, Ft. Thomas, Kentucky 41076; 72 Highview (Home), Ft. Thomas,
Kentucky.

Mr. Carvolth is the present Administrator of St. Luke Hospital. He has been
affiliated with the Northern Kentucky Health and Welfare Council, and the Ken-
tucky Hospital Association, as well as the Greater Cincinnati Hospital Council.

He is a member of CORVA's Areawide Manpower Committee.
Homer W. Connor (Provider, 3-year term), Dearborn County Hospital (Of-

fice), 600 Wilson Creek Road, Lawrenceburg, Indiana 47025; Outer Drive
(Home), Aurora, Indiana 47001.
Mr. Connor is the present administrator of Deai'born County Hospital. His in-

terest in community affairs includes membership on CORVA's Areawide Health
Facilities Committee. He is a member of the Executive Committee of the Lochry
Valley Health Planning Association.
Ruth Dalrymple, R.N. (Provider. 2-year term), College of Nursing & Health

f Office), St. Clair & Vine Streets. Cincinnati, Ohio; 5720 Winton Road, Apt. 514
C (Home), Cincinnati, Ohio 45232.
Miss Dalrymple is the Dean of the Nursing College at the University of Cin-

cinnati. She is a member of the Health Council of the Community Chest and a
member of CORVA's Areawide Manpower Committee. She is also a member
of District 8 Committee on Nursing Education.
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AVilliam R. Elsea, M.D. (Provider, 3-year term), 3101 Burnet Avenue (Office),

Cincinnati, Ohio 45229; 723 Clinton Springs Avenue (Home), Cincinnati, Ohio
45229.

Dr. Elsea is Commissioner of Health for the City of Cincinnati. He is affiliated

with the Ohio and American Public Health Associations.

Dr. Elsea is also on the Board of Trustees of the Hamilton County Health
Planning Association.

Gerald Ewbank ( Consumer—Ex-Officio with vote), 114 W. High Street (Of-
fice), 34 Laurel Avenue (Home), Lawrenceburg, Indiana 47025. Mr. Ewbank
has been the attorney for the Dearborn County Hospital for the past 17 years.

He also is Chairman of the Lochry Valley Health Planning Association. Mr.
Ewbank is a member of the American Society of Hospital Attorney's. He is past
fice), 34 Laurel Avenue (Home), Lawrenceburg, Indiana 47025. Mr. Ewbank
is a member of the American Bar Association and on the Board of Managers of

the Indiana State Bar Association.

Hon. Ambrose Fields (Consumer—1-year term), Pendleton County Fiscal

Court (Office), Falmouth, Kentucky. Mr. Fields is the fiscal court Judge for
Pendleton County, Kentucky.
Robert A. Gellenbeck (Consumer—1-year term), Gellenbeck Insurance Co.

(Office), 2330 Victory Parkway, Cincinnati, Ohio 4.520G. 981 Timber Trail (Home),
Cincinnati. Ohio 45224. Mr. Gellenbeck is the President of Gellenbeck Insurance
Agency. He is a twelve-year member and current President of the Hamilton
County Unit of the American Cancer Society, and a twenty-year member of the

Lioba Society of St. Mai-y's Hospital.

Leo Glass (Provider—2-year term), 8503 Miami Avenue (Home), Cincinnati,

Ohio 4523G. Mr. Glass is Vice President of Glass Nursing Homes, Inc.. and is a
member of CORVA's Areawide Community Health Services Committee.

Lloyd Goggin (Consumer—2 year term), Miami University (Office), Oxford,
Ohio 4.50.56, 495 Shadowy Hills (Home), Oxford, Ohio 45056. Mr. Goggin is the
Vice President for Finance and Business Affairs and Treasurer at Miami Univer-
sity. He is also a Trustee of the Miami University Foundation and Treasurer of
Miami University Pulp and Paper Foundation. He is on the Board of Trustees of
McCullough-Hyde Memorial Hospital and Butler-Warren Health Planning Asso-
ciation. In addition, Mr. Goggin is President of the Oxford United Appeal and a
member of the Board of Trustees of the Citizen's Bank in Hamilton, Ohio.

Robert F. Greene (Consumer—3 year term). No. 3 Washington Avenue (Office),

Burlington, Kentucky 41005. 827 Limaburg Road (Home), Hebron, Kentucky
41048. Mr. Greene is a practicing Attorney in Boone County. He is currently a
member and past President of the Northern Kentucky Community Action Com-
mission Board of Directors. He is also a Board member of the Family Service of

Greater Cincinnati. Mr. Greene is active in the Boy Scouts and the U.S. Army
Reserves, with the rank of Colonel. Past activities in Boone County include Juve-
nile Judge, Counsel of the County Water Commission, and the Jaycees. He is a
member of the Boone County, Kanton County, Kentucky State and American Bar
Associations, as well as the American Trial Lawyers Association.

Donald P. Hammer (Consumer—2 year term), Joseph E. Seagrams & Sons,

Inc. (Office), Main & Mill Street, Lawrenceburg, Indiana 4702.5, 3 Circle Drive
(Home), Lawrenceburg, Indiana 47025. Mr. Hammer is the Plant Manager at

Seagrams & Sons. Inc. He is also a member of the Lochry Valley Health Planning
Association. Mr. Hammer is the Director and Budget Chairman for the Dearborn
County United Fund.
/David J. Heggen (Consumer—1-year term). Union Central Life Insurance Co.

(Office), P.O. Box 179, Cincinnati. Ohio 4.5201. 619 Vincennes Court (Home),
Cincinnati, Ohio 45231. Mr. Heggams is Second Vice President of Union Central

Life Insurance Company. He is a member of the University of Cincinnati Project

Board : Ambulatory & Emergency Room Grant, and a member of the Emergency
Room Ad Hoc Committee of the Greater Cincinnati Hospital Council. Mr. Heggam
is a member and Past Chairman of the Ohio State Health Insurance Council,

the Southwestern Ohio Health Insurance Council and the Cincinnati Life

Accident & Health Claim Association.
Stephen P. Hogg, M.D. (Provider—3 year term), 250 Wm. Howard Taft Road

(Office), Cincinnati, Ohio 45219. 3327 Stettinius Avenue (Home), Cincinnati,

Ohio 45208. Dr. Hogg is a physician in private practice. He is a member of the

Rotary Club. He is the immediate past President of the Cincinnati Academy of

Medicine and past President of both the Cincinnati and Ohio State Otolaryngol-

ogy Societies.Dr. Hogg is currently President of the Mid-West Foundation for
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Medical Care and Vice-President of the Regional Association of County Medical
Societies. In addition to being on CORVA's Board of Trustees, he is a member of

the Areawide Community Health Services Committee.
Pearl Houston (Consumer—1 year term), 1318 Wheeler Street (Home), Coving-

ton, Kentucky. Mrs. Houston is a Consumer Representative to the Board of Trus-
tees. She is also active in the continuing development of the Covington, Kentucky,
Model Cities Program and is a past Board member.
Robert J. Hunter (Consumer—1 year term), R.R. 2, Corinth, Kentucky. Mr.

Hunter is a Magistrate in Corinth, Kentucky.
Henry Jones (Consumer—1 year term), ir)25 Linn Street (Office), Cincinnati,

Ohio 45202, 3972 Abington Ave. (Home). Cincinnati, Ohio 45229. Mr. Jones is

Associate Director of the Cincinnati Community Action Commission. He also

serves as a Board member for Careers in Social Work and Central Community
Health Board.
Thomas J. Klinedinst (Consumer—1 year tei*m), Thomas E. Wood Insurance

Co. (Office). Carew Tower, 2Sth Floor, Cincinnati, Ohio 45202, 2531 Observatory
(Home), Cincinnati, Ohio 45208. Mr. Klinedinst is Past President of CORVA
and on the Board of Trustees of two area hospitals : Providence and St. Francis.

His community activities also include trusteeship of the Cincinnati Symphony
Orchestra and trustee of the Hillsdale Lotspeich School.

Paul H. Klingenherg, M.D. ( I'rovider—2 year term), 007 Coppin Building
(Office). Covington, Kentucky 41011. Dr. Klingenherg is a practicing surgeon
with interests in the Community Action Commission, Medical Society, and
Northern Kentucky Mental Health Board. He is also a member of CORVA's
Areawide Community Health Services Committee.

J. W. Krausser (Consumer—1 year term), P.O. Box 191 (Home), Felicity,

Ohio ;)5120. Mr. Krausser is retired as Chief of Engineering of the Procter and
Gamble Co. He is past President of the Cincinnati Air Pollution Control Board
and a member of the Boai'd at the Cincinnati Zoo.
Edward W. Lange (Consumer—Ex-Officio with vote), 2703 Mario Way (Home),

Ft. Mitchell, Kentucky 41017. Mr. Lange has been associated with mental health,

child welfare, T.B. studies, hospital studies. Red Cross and other health-related
organizations in the Northern Kentucky area. He is currently the President of

tlie Northern Kentucky Health and Welfare Planning Council.
Joseph Lindner, Jr., M.D. (Provider—3 year term), College of Medicine

(Office), General Hospital, Cincinnati, Ohio 45219, 3461 Manor Hill Drive
(Home), Cincinnati, Ohio 45219. Dr. Lindner is Assistant Dean of the College of

Medicine, University of Cincinnati. He is also a member of CORVA's Areawide
Community Health Services Committee, a Board member of Project Hox)e and a
member of Children's Protective Association.

Rev. Paul Livesay (Consumer—3 year term), 310 5th Avenue (Office), Carroll-

ton, Kentucky 41008, 407 Seminary Street (Home). Reverend Livesay .serves on
the state committee on licensing and ordinances for ministers, and the state

committee on Ministry for churches within Kentucky, the Christian Church of

the Disciples. He also serves on the local board of the Red Cross, Mental Health
and Mental Retardation in Region #7. and the Board of Trustees of the Northern
Kentucky Health & Welfare Planning Council, a subregional unit of CORVA.
Reverend Livesay was graduated from the University of Lexington and the
Lexington Theological Seminary.

Calvin F. Lloyd (Consumer—3 year term), Executive Savings & Loan Asso-
ciation (Office). ]\Iiddletown, Ohio 45042, 3305 Poinciana Road (Home), Middle-
t(>\\n. Ohio 45042. Mr. Lloyd is I'resident of the Middletown Civic Association,
and member of the Board of Trustees, Middletown Hospital. He is also a member
of the Rotary Club.
Donald I. Lowry (Consumer—2 year term), Procter & Gamble Compan\

(OfRce), Industrial Chemical Division. Cincinnati. Ohio 4.5217, 6700 Given Road
(Home), Cincinnati, Ohio 45243. Mr. Lowry is President of CORVA's Board of

Trustees. He is a Manager of the Industrial Chemical Division at the Proctor &
Gamble Company in Cincinnati. IMr. I^owry is past President of the Greater
Cincinnati Hospital Council, Chairman of the Administrative Committee at
Bethesda Hospital, a member of the Hamilton County Hospital Commission,
Chairman of the Regional Advisory Council, and the Ohio A^alley Regional Medi-
cal Program. In addition, be is past President of the Board of Trustees of the
Cincinnati Country Day School and President of the Southwest Ohio Water
Company.
Nancy M. Mauricio (Provider—3 year term). 412 S. High Street, Rising Sun.

Indiana 47040. Mrs. Mauricio is a Registered Nurse on the staff at St. Francis



1357

Hospital. She is on the Board of Directors for tlie Community Mental Health
Out-Patient Clinic, Inc. She is also active in the Ohio County Historical Society

and a member of the Ohio County Council.

Walter A. Mischley (Provider—1 year term), Middletovvn Hospital (OfBce).

Middletown, Ohio. Mr. Mischley is the Executive Vice President of Middletown
Hospital. He is on the Board of Directors of the Cancer Society ; Chairman of the

Southwest District of the Ohio Hospital Association, and on the Board of

Trustees of the Ohio Hospital Association. He is President of the Greater Cin-

cinnati Hospital Council and a member of the Council of the Regional Medical
Program. Mr. Mischley's community interests include membership on CORVA's
Areawide Health Facilities Committee.

Dennis McClung (Provider—3 year term). Blue Cross of Southwest Ohio
(Office), 1351 William H. Taft Rd., Cincinnati, Ohio 4.j20G, 69S1 N. Moorfield
Drive (Home), Cincinnati. Ohio. Mr. McClung is the Executive Vice President of

Blue Cross for Southwestern Ohio and a member of CORVA's Areawide Health
Facilities Committee. He is also very active in community and social affairs.

Thomas V. Morrow (Consumer—Ex-Officio with vote), Cincinnati Gas & Elec-

tric Company (Office), P.O. Box 960, Cincinnati, Ohio 45201, 1953 Honeysuckle
Lane (Home), Cincinnati, Ohio 4.5230. Mr. Morrow is Manager of the Systems
and Methods Department of the Cincinnati Gas & Electric Company. He is cur-

rently the President of the Hamilton County Health Planning Association. He
was on the Budget Committee of the Community Chest from 1961-69 and Chair-
man of the Family Life Federation from 1903-69 (Chairman 1967-68). Since
19G9 he has been a member of the Executive Board of the Allocations Division
of the Community Chest. Some of Mr. Morrow's civic activities include the Walnut
Hills High School Parents Association and the Association for Systems Manage-
ment. He is also active at St. Timothy's Episcopal Church.

Mrs. Phyllis Mosier, R.X. (Provider—1 year term), 114 S. Manchester Street

(Home), West Union, Ohio 45693. Mrs. Mosier works as a public health nurse
in the Adams County Health Department. She is a member of the West Union
Women's Club and the Southwest Tuberculosis and Respiratory Dii^ease Asso-
ciation Board. Mrs. Mosier is Service Chairman of the Adams County Unit of

the American Cancer Society.

Marie Nelson, R.N. (Provider—1 year term) St. Luke Hospital of Campbell
County (Office), Ft. Thomas. Kentucky 41075, 334 Knollwood Drive (Home, High-
land Heights, Kentucky 41076. Mrs. Nelson is Supervisor of the Coronary Care
l^nit at St. Luke Hospital. She is a member of the Kentucky Nurses Association
Mrs. Nelson is also interested in vocational training and teaches iiart time at the
Northern Kentucky Vocational School.

Sam A. Noblet (Consumer—Ex-Officio with vote), 300 Eastline Drive (Home),
Middletown, Ohio 45042. Mr. Noblet is Supervisor of Community Relations for

Armco Steel Corporation and is President of the Butler-Warren Health Planning
Association. He is Vice-President of the Senior Citizens' Council and serves on the
Board of the Tuberculosis and Re.spiratory Disease Association, the Industrial

Council of the Chamber of Commerce and Multiple Sclerosis.

Marko Paliobagis (Consimaer—1 year term), Cincinnati Milacron, Inc. (Of-

fice), Cincinnati, Ohio 45209, 4081 McLean Drive (Home), Cincinnati, Ohio
45230. Mr. Paliobagis is very active in Clermont County. He is currently a mem-
ber of the West Clermont Board of Education, the Health and Welfare Planning
Council, the Allocations and Appropriations Committee of the Community Chest,

and the CORVA Areawide Environmental Health Committee. He is also active

in tlie Boy Scouts of America. Mr. Paliobagis is a member of the American In-

stitute of Physics, Cincinnati Radiation Society, the Ohio State Academy of

Science, the American Association for the Advancement of Science and on Com-
mittees of the Society of Automotive Engineers and the American Society of
Testing and Materials.
Edward A. Roberto (Provider—1 year term) Brown County General Hos-

pital (Office), 610 S. Pleasant, Georgetown, Ohio. Mr. Roberto is Administrator
of the Brown County General Hospital. He is a member of the Brown County
Health Planning Association and the Georgetown Chamber of Commerce. His
health related activities are many. He is a Fellow with the American College

of Hospital Administrators ; on the Board of Trustees of the Ohio Hospital
Association ; a member of the Advisory Council of the Ohio Valley Regional
Medical Program ; a member of the American Pulilic Health Association and the

American Hospital Association ; and a Trustee of the Greater Cincinnati Hos-
pital Council. Mr. Roberto is also active in civic affairs being on the Board of

Directors of the Georgetown Exempted Village Schools.
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Walter H. Roehll, Jr., M.D. (Provider—1 year term), 701 University (Of-
fice), Middletown. Ohio 45042, 200 Alamo Drive (Home). Dr. Roehll is Vice
President of CORVA's Board of Trustees, a member of the Areawide Commu-
nity Health Services Committee, and the Areawide Health Facilities Committee.
He was past President of the Butler County Branch of the American Heart
Association and County Medical Society. He is also Vice President of the Mid-
dletown Civic Association.

Louise Ruffin (Consumer—3 year term), 1211 Myrtle Street (Home), Cin-
cinnati. Ohio 45206. Mrs. Ruffin is active in community affairs. She is Business
and Social Welfare Chairman of the Metropolitan Community Action Board, and
a member of the Social Planning Committee of the Community Chest. Mrs. Ruf-
fin is also active in church and school-related organizations.
Michael J. Ryan, Jr. (Provider—2 year term). Heart Association of South-

western Ohio, Inc. (Office), 2535 Gilbert Avenue, Cincinnati, Ohio 45206, 4201
Victory Parkway (Home). Cincinnati, Ohio. Mr. Ryan is the Executive Director
of the Southwestern Ohio Chapter of the American Health Association and he has
been active with the Public Health Federation. In addition, he is a member of

CORVA's Areawide Community Health Services Committee.
Eugene L Saenger, M.D. (Provider—3 year term). Radioisotope Laboratory

(Office), Cincinnati General Hospital, Cincinnati, Ohio 45229, 9160 Given Road
(Home), Cincinnati, Ohio 45243. Dr. Saenger is Professor of Radiology and
Director of the Radioisotope Laboratory at the Cincinnati General Hospital. He
is past President of the Public Health Federation, and on the Board of Trustees
of the Hamilton County Chapter of the American Cancer Society. Active in

community affairs, he is on the Mayor's Advisory Committee on Environmental
Health, and CORVA's Areawide Environmental Health Committee He also has
served in various leadership positions with the Community Chest and serves

'On the Board of Directors, Health Physics Society, and Committee on Nuclear
Medicine of the American College of Radiology.

Martin Saidleman, M.D. (Provider—3 year term) , 3245 Burnet Avenue (Office)

,

Cincinnati, Ohio 45229. Dr. Saidleman is Director of the Cincinnati Maternal and
Infant Care Clinics, and also is active in Pediatric Well-Child Programs through-

out the area. He serves on the Clermont County Mental Health/Mental Retarda-

tion Planning Council and is active in various OEO Projects.

Sanford S. Seheingold, D.D.S. (Provider—2 year term), University Ave. &
Vernon Place (Office), Cincinnati, Ohio, 8560 Kentland Court (Home), Cin-

cinnati, Ohio 45236. Dr. Seheingold is a member of the Health Council of the

Community Chest, a member of the Trustees of the Public Dental Society, and a

past member of Health Careers. He is also a member of the Big Brothers Asso-

ciation. Dr. Seheingold is interested in community affairs and is a member of

CORVA's Areawide Community Health Services Committee.

Mary Schloss (Consumer—3 year term), 975 Marion Ave. (Home), Cincinnati,

Ohio. Mrs. Schloss is an Attorney and has many health and community related

interests. She is past President and current Executive Committee member of

the United Cerebral Palsy : past Vice President of the Community Chest ;
past

Vice President of Community Health & Welfare Council
;
past Trustee of the

United Appeal ; and past member of the Allocations Division of the Community
Chest. She is a member of the Executive Committee of the Community Action

Commission. Mrs. Schloss is past President of the Cincinnati Board of Education,

past State President and current National Vice President of the P.T.A.

William B. Selnick, D.O. (Provider—Ex-Officio with vote), % Loveland Clinic

(Office), 2nd & East Loveland, Loveland. Ohio 45140. 8700 Shawnee Run Road
(Home), Cincinnati, Ohio 45243. Dr. Selnick is Medical Director of the Love-

land Clinic. He is very active in community affairs, which include his being

Chairman of the Clermont County Health & Welfare Planning Council and

Chairman of its Planning Committee ; a Board Member of the Greater Cincinnati

Hospital Council. He also holds memberships on the Allocations Division and

Executive Board of the Community Chest. Dr. Selnick is also a Medical Inspector

for Nursing Homes in Clermont County and a member of the Clermont County

Community Health Board. He works closely with CORVA on the Areawide Com-

munitv Health Services Committee.
William P. Sheehan (Consumer—2 year term), Cincinnati AFL-CIO. Central

Labor Council (Office), 1015 Vine Street, Cincinnati, Ohio 45202, 626 Joseph

Lane (Home), Park Hills, Kentucky 41011. Mr. Sheehan is Executive Secretary-

Treasurer of the Cincinnati AFL-CIO Labor Council. He is on the Board of

Directors of the Ohio Citizen's Council for Health & Welfare and a former Board

member of the Communitv Health & Welfare Council. Mr. Sheehan is also on
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the Board of Trustees of tlie Community Chest, the Cincinnati Chapter of the
American Red. Cross, Board of Directors of the Ohio Council on Economic
Education, and a member of OKI.
James M. Smith, M.D. (Provider—2 year term), 140 Buckeye Street (Office),

Hamilton, Ohio 45011, 6201 Priuceton-Glendale Rd. (Home), Hamilton, Ohio.
Dr. Smith is a member of the Butler County Mental Hygiene Association, and
a member of the Planning Division of the County Board of Health. He is also
a member of the Board for the Multiple Sclerosis Society, and past President
of the Tuberculosis and Respiratory Disease Association. Dr. Smith is a member
of the Board of Trustees of the National United Plealth Foundation.

S. R. Swope, D.O. (Provider—2 year term), 430 W. Central Epringboro Ave.,
Franklin, Ohio 45005. Mr. Swope Avorks closely with the Warren County Health
Department and is a member of the Executive Board of the Red Cross.
Dora Thomas (Consumer—2 year term), 605 Lincoln Park Drive (Home),

Cincinnati, Ohio 45203. Miss Thomas is a Vice President of CORVA's Board
of Trustees and a member of the Executive Committee. She is Chairman of the
"West End Health Center and is active in the Model City's Health Planning
Program. In addition, Miss Thomas is a member of the Health Committee of the
Community Action Commission.
Emma Thomas (Consumer—2 year term), 22 North Lane (Home), Lebanon,

Ohio 45036. Mrs. Thomas is a retired person who is active in community affairs

including the Community Action Commission. She is involved in the Butler-
Warren Health Planning Association, and is Director of Cancer Supply Work-
shops. Mrs. Thomas is also interested in political activities. She is a member
of the Warren County Republican Central Committee and the National Federa-
tion of Republican Women. She works closely with CORVA as a member of the
Areawide Community Health Services Committee and is a Trustee of Bessie
Davis Community Center.
Jack Thornton (Consumer—3 year term), AT»&T-Long Lines (Office), Cyn-

thiana, Kentucky, RR No. 1, Box 327 (Home), Crittenden, Kentucky. Mr. Thorn-
ton has worked for the Telephone Company for the past five years, and is currently
a communication technician. The preceeding eight years were spent in the U.S.
Air Force. Mr. Thornton is very active in Grant County. He is currently President
of the Jayees, the Board Booster Club and the Athletic Booster Club. He also
serves on the Grant County Volunteer Fire Department.
Albert VanSickle, M.D. (Provider—1 year term). City Building (Office), Monu-

ment «& High Streets, Hamilton, Ohio 45011. Dr. VanSickle is the present City
Health Commissioner for Hamilton. He is a retired Colonel in the U.S. Air Force
Medical Corps. He is a past Health Commissioner of Clermont County, Ohio. Dr.
VanSickle is past President of the Ohio Valley Health Commissioners Associa-
tion and the Clermont County Medical Association. Community activities include
being a Trustee or Director of the Air Pollution Control League, American
Cancer Society-Butler-Hamilton unit. Planned Parenthood, and the Hamilton
Safety Coimcil.
Theodore H. Vinke, M.D. (Provider—1 year term), 2421 Auburn Avenue

(Office), Cincinnati, Ohio 45219, 2444 Madison Road (Home), Apt. 401, Cin-
cinnati, Ohio 45208. Dr. Vinke is presently a Vice President for CORVA's Board
of Trustees. Health affiliations include the U.C. College of Medicine and activi-

ties in the Cincinnati Academy of Medicine, as well as Chairman, Medical
Advisory Board, the National Foundation, member of the Rheumatism Society
and various professional societies.

John Wright (Consumer—2 year term), P.O. Box 596 (Office), Warsaw, Ken-
tucky. Mr. Wright is a County Attorney for Gallatin County, Kentucky. CORVA
Board of Trustees

:

Number Percent

(a) Consumer representatives 28 '53.8
(b) Provider representatives 24 46.2

Total.. 52 100

1 Includes 3 people in the insurance business; 1 person who has been the attorney for the Dearborn County Hospital
for the past 17 years and a member of the American Society of Hospital Attorneys; 1 person— President of Corva's board
oftrustees—past president of the greater Cincinnati Hospital Council, chairman oflthe administrative committee of Be-
thesda Hospital, a member of the Hamilton County Hospital Commission . . .", and 3 persons who are on the boards
of trustees of various hospitals in the area.
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Consumer
or Primary Reason for

Name and address provider occupation Affiliations selection

Sister M. Bernadette, St. Francis Home, 182 P Nursing home Chairman, Facilities

St. Francis Avenue, Tiffin, Ohio. administrator. Comm., Seneca
County.

Mr. John Gettman, Administrator, Memorial P Hospital Chairman, Facilities

Hospital, 715 S. Taft, Fremont, Ohio. administrator. Comm., Sandusky
County.

Mr. Frank Lorenz, National Bank of Defiance, C Banker Chairman, Facilities

414 Second Street, Defiance, Ohio. Comm., Defiance

County.

Mr. W. E. M , 4002Gallo ????????????? C Retired executive, Retiree! executive,

Sandusky, Ohio. Geneial IVIotors. General Molois.

Miss Ada Mitchell, R.N., Administrator, P Hospital Chairman, Facilities

Williams County General Hospital, 909 administrator. Comm., Williams

Snyder Avenue, Montpelier, Ohio. County.

Mr. Robert Savage, Columbus Mutual Life, C _.. Insurance Chairman, Facilities

Insurance, P.O. box 2823, Toledo, Ohio. Comm., Lucas
County.

Health Planning Assoc, of Northwest, Ohio (Maumee) Executive Committee.

Upper Peninsula Areawide Comprehensive Health Planning Association

Marquette, Mich.—Summary local financial contributions

Zone I health planning council area :

Keweenaw County Board of Commissioners $67. 92
Intermediate School District (p. 27 and 28) 1, 050. 00
P. E. Carmody, L'Anse 10. 00

Subtotal 1, 127. 92

Zone II Health Planning Council Area : Mary L. Cretens, M.D 5. 00

Zone III Health Planning Council Area :

Marquette Lutheran Ministerial Association (p. 21) 300.00
Michigan Association of Retarded Children (p. 24) 50. (X)

Williams Insurance Agency, Ishpeming 10. 00
Marquette League of Women Voters (Individual members) 15. 50
Mr. & Mrs. Howard Lamb, Marquette 10. 00
Mr. & Mrs. Robert Beasley, Marquette 15. 00
Miss LaVonne M. Dietsche, Marquette 10. 00
S. Busch, Marquette . 50
Mr. Frank Mead, Marquette 20. 00
Union National Bank and Trust Company, Marquette (p. 23) 200. 00
First National Bank of Negaunee (p. 23) 100. 00
First National Bank of Marquette (p. 23) 100.00
Miners First National Bank and Trust Co., Ishpeming (p. 23) 125. 00
Peninsula Bank, Ishpeming (p. 23) 75.00
Peters, Larson and Raikko Insurance Co., Marquette (p. 23) 25. 00
Anonymous contributor, Marquette (p. 23) 2,000.00
Northwest Radio Supply, Marquette (p. 23) 10.00

Subtotal 3. 066. 00
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Zoue IV Health Planning Council Area

:

Helen Newbei-ry Joy Hospital .$300. 00
Lake Superior State College (pp. 25 and 26) 1, 000. 00

Subtotal 1, 300. 00

Upper Peninsula Area :

Blue Cross (Based on letter and last year's contribution (pp. 17
and 18) 8, 800.00

U. P. Office Space (pp. 19 and 20) 3,250.00

Subtotal 12, 0.50.00

Grand total 17, 548.92

Omaha, Nebr., Area Matching Funds

Area matching funds for the second operational year will be supplied from
broadbased sources.
The applicant accepts the responsibility to obtain these funds. The Finance

Committee of the Health Planning Council of the Midlands will actively pro-
mote, supervise and carry the immediate responsibility for the fund raising
activity, on behalf of and witli the backing of United Community Services.
The second operational year will be the period December i, 1971 through

November 30, 1972.
Local matching funds required (50%, of proposed total operating budget)

are $88,829.

Proposed funding

:

Hospitals. 17 of them are committed to 1.58 cents per patient day
in 1971. This should yield in 1972 more than "_ $20, 000
Nursing homes are potential contributors in 1972 of 4, 500

NEBRASKA-IOWA BLUE CROSS

Policy of both is to provide a formula support to 314(b) agencies
for CHP based on population and subscribers. Estimated for 1972 5, (H30

COMMERCIAL HEALTH INSURANCE COMPANIES

This estimate based on 1970 and 1971 experience 3, 500

UNITED COMMUNITY SERVICES

Cash and In-kind 20, 000

COUNTY GOVERNMENTS

An amount of $30,000 has been proposed for the total contriljution
of 11 county governments, this split and allocated on the basis of
taxable property value. Collections should total 22, 500

Total of tentative figures above 75, 500

Other potential givers are medical and dental societies ,hospitaIs and counties
not yet committed and several commercial Health Insurance Companies.

90-319—73—pt. lA 52
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FLINT, MICH— 1972-73 GLS FUNDING SCHEDULE

Solicited Pledged Collected

Genesee Bank
Citizens Bank
Flint Public Trust

Industrial Mutual Association...

City of Flint

Whiting Foundation
DeWaters Charitable Trust

C. S. Mott Foundation
Genesee County government
Michigan Blue Cross

Genesee County Model Cities program.

Total

$750 $750 $750
750 750 750

1,000
1,200 1,200
4.500
3,500

10, 000 5, 000 5, 000
5, 000 5, 000 5, 000
7,500
15,000
20,000 120,000

69,200 32,700 11,500

1 Pledge letter currently being processed.

Comprehensive Health Planning Agency of Southeastern Wisconsin Inc.,

Milwaukee, Wise.

BUDGET NOTE A

Funding raising: planning approach

Initial planning is underway for the 1972-1973 fund campaign which will be
launched after April 1, 1972. In January and early February, letters of request

for financial support were sent to a dozen organizations who have been strong

supporters of the Agency in the past and can reasonably be counted upon to

continue with support for the coming budget year. The organizations contacted

were

:

Cash contributions

:

Blue Cross $18, 000
Hospital Council of Greater Milwaukee 13, 400

Blue Shield 5, 000
Hospitals (Southeast region) 4,000
McKelvey Foundation 5, 000

Schlitz Brewery 4, 000

Northwestern Mutual Life Insurance Co 3. 000
Washington County 2, 500

Total 54, 900

In-kind contributions

:

Time Holding, Inc 2, 200
Racine County planning for health and social services 5, 000

Corporate members expense 2, 500

Total - 9. 700

Grant total 64, GOO

The Budget, Finance and Operations Committee is charged with the respon-

sibility of assisting with the raising funds of the corporation. On February 8,

1972, the Committee met and recommended the fund raising goals as stated in the
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budget. On February 17. 1972, the Board of Directors approved a fund campaign
of $120,000 for the budget year 1972-1973.

In April, 1972, active community leaders in the seven county area will contact

county governments, industry, foundations, business and individuals to secure

pledges and commitments of financial support for the coming budget year. The
fund campaign will end by June 1, 1972.

APPENDIX K

LOCAL MATCHING FUNDS, 1972—COMPREHENSIVE HEALTH PLANNING COUNCIL OF SOUTHEASTERN MICHIGAN

(DETROIT)

Total budget, Apr. 1-Nov. 30, 1972 ^512, 500

Local matching funds -- o^^ocS
Federal funds -- 256,250

Anticipated Pledged

SOURCES OF LOCAL FUNDS
Provider groups:

Dentists $1.000

Physicians 5,000 $50

Blue Cross and hospitals 80,718 80,718

Nurses 3,000

Podiatrists.

Pharmacists 1-000

Blue Shield - 20,000

Total 111,218 80,768

United FoundVtionof Greater Detroit 132, 000 132, OOP

Other united funds:

Monroe County United Fund 1.000

United Fund of St. Clair County 1.000

Washtenaw County United Fund 5,000

Total - 7,000

Local governments:
City of Detroit --- 20,000 20,000

Livingston County ,1'SnS
Macomb County. 10,000 10,000

Oakland County .'.'."^^-I-I-M.I-. --- 15.000

St. Clair County
Washtenaw County _ „„.
Wayne County -- --- 20, OOP

2,000
4, 000 4, 000

Total 72,000 34,000

In-kind contributions: m nnn m nnn
Citizens for Better Care -.-. lO'^OO 10,000

Detroit-Wayne County Health Department merger.

Total -- 33,782 33,782

Surplus locarm'aTc'hingYund'sV Nov" 307i97f 18, 177 l^. 177

Total.
1 374, 177 298, 727

1 Total anticioated local match applies to fiscal period Dec. 1, 1971, to Nov. 30, 1972. Actual local amount received during

4-month extension totaled $78,000; balance remaining $296,177.
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Local Income Forecast, Fiscal Year 1971-72

comprehensive health planning council of spoivane county, inc. wash-
ington and idaho panhandle district no. 1 comprehensive health
planning council

Spokane County Health District $3, 000
Mental Health and Mental Retardation Council 3, 750
United Crusade and Council 3, 750
Washington Blue Cross 4, 000
Union Health and AVelfare Trust Funds 3, 000
Pacific Northwest Bell Telephone 500
Washington Water Powei* 500
Spokane County Medical Society 500

Carryover local funds April, June 239
Idaho Health District No. 1 5, 000
Idaho Blue Cross 1, 000
Idaho T.B. Association 1, 000
Idaho Cancer Society 1, 000
Idaho United Crusade 500
Idaho Hospitals 50()

Idaho Medical Society 500
Mining and Industry 1, 500
Spokane Community Action Council 3, 750

Total 33, 989

The Lower Columbia Region 6-A, Clark. Skamania, and Klickitat Counties,
Wai^hitif/ton, because of the high rate of unemployment the past two years, has
lieen designated an Economically Deprived Area. Based on this official recognition
by the Regional Economic Development Administration. (Attachments I and II.)

Sources of financial income for 1972-73 is 31% local support and 69% requested
federal support.

Public Sector:
Clark County Commissioners. (The County provides office space

rent free. The space was rented previously by former tenants for
$200.00 per month.) $2,000.00

Klickitat County Commissioners. (The County budgets this
amount for health planning as a line item in the county plan-
ning budget.) i 500. 00

Skamania County Commissioners. (A budgeted item in the county
budget.) "_ 250. 00

Regional Planning Council of Clark County. (A line item is in the
1972 budget for $4,000.00. It is anticipated this will be increased
for 1973.) 4^400. 00

Business and Industry. (Alcoa has pledged $500.00, and other
businesses are being contacted.) 1,000.00

Hospitals. (This based on $5.00 per bed and an outright grant
pledged by Kaiser Foundation.) 3.000. 00

Clark County Physicians Service. (A pledged amount.) 1^500! 00
Health & Welfare Planning Council. (United Good Neighbors

allocation to the agency are earmarked for health planning. )__ 2,880.00
Community response to solicitation has been favorable.
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METROPOLITAN COUNCIL

(Twin Cities St. Paul-Minneapolis, Minn.), Dec. 1, 1971, through Nov. 30, 1972

Source of funds

Total Applicant Requested

amount support and from

required other HSMHA

D. Supplies: Office supplies, duplication, printing, etc $10, OOP $5, 000 $5, 000

E. Travel:

Local trips and mileage at 10 per mile (staff and health board mem-
hers> 3.500 1,750 1,750

Out of area;:::::::::::::::::::::::::::::::::::::::::: 2.500 1,250 l25o

Catecory total - 6,000 3.000 3,000

F. Other expenses: _ -„
Instutional services: Data processing (Blue Cross) /. 500 J. '^^ ^' '^"

H. Total direct costs of project 247,450 123,725 ^H'lH
I. Indirect cost allowance (for HSMHA use only),_ 56, 100 28. 050 28, ObO

J. Total project casts 303,550 151,775 151,775

Sources of other funds:

A. Applicant's support of direct project costs:

(1) Applicant's funds _ --- 61, //b

(2) Other sources (identify each source)

Voluntary contributions from hospitals at a rate of net less than $15 per

1,000 short-term acute patient days provided and $7.50 per 100 long-

term days provided ?n'nnn
United funds and community planning councils

in'nnn
Area program boards in non
Model cities (Si. Paul). 30,000

Total... - - 151.775

[From (Grant Application) to establish a comprehensive Health Planning Agency and
program for Northern New Jersey Bergen, Hudson, Passaic, and Sussex Counties]

(Seetiou 314(B), Public Law 89-749 dated March 15, 1972)

Local Share Fund Raising

The Finance and Budget Sub-Committee of the Areawide Steering Committee,

chaired by Mr. Fred Leslie, was charged with overall responsibility for the

proposed "budget including, of course, the matching local funds. The Finance

Committee realized the necessity for broadening the base of the local appeal.

This was accomplished through the establishment of the areawide Fund-

Raisiug Committee, chaired by Mr. Malcolm A. Borg of Bergen County. County

cliairnian have been appointed and are functioning in their areas. They are

Mr. .John Perersou and Mr. John Weiss (co-chairmen) Bergen County, Dr.

Richard Franklin, Hudson County, Mr. Fred P. Leslie, Passaic County and

Mr. Albert Sweet. Sussex County.
To date, the efforts of this committee have assured commitments of $17,356

and their activities will continue until the entire local share is obtained. Con-

tributions received at this time show an encouraging pattern. They are broadly

based, very diverse and representing not only the health community but in-

dustry, civil groups, newspapers, and banks. The list grows daily.
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The breakdown of local money as of this date is as follows :

Alexander Summer Co $80. 00
Chamber of Commerce of Newton 25. 00
Garden State Plaza Corp 25. 00
Broadway Bank & Trust Co 214. 00
Midland Bank & Trust Co 133. 00
Garden State National Bank ($1 per employee approx.) 500.00
Peoples Trust Co. of New Jersey 900. 00
Citizens First National Bank ($1 per employee approx.) 200.00
The Bergen Evening Record Corp 1, 000. 00
National Community Bank 700. 00
Kiwanis Club of Newton 50. 00
Becton Dickinson & Co 1,591. 00
Blue Cross of New Jersey (Estimated, Provisional Amount) 6,250.00
Sussex County (Commit, of $800.00 Initial Start-Contributions

to date) 425.00
Prudential Insurance Co '725. 00
Hoffman-La Roche 2, 000. 00
Steelfab Inc 28. 00

Hospitals in the four county area have committed an additional $2,510 through
a contribution of $1 a bed. A list of participating hospitals to date (additional
are expected) is found in the Fund Raising Attachments Section: (1). It is

the feeling of the committee that substantial additional contributions will be
received even as his application is being reviewed. A list of the private orga-
nizations contacted thus far in addition to commitment received is contained in
the Fund Raising Attachments Section of the application #2.
Private foundations in New Jersey interested in health are being contacted.

It is not possible to project an amount of money from this area, however, in
the attachments there is a copy of the letter sent to the listed foundations. We
have projected a modest amount of support from these twenty-eight founda-
tions. It is hoped that it will be considerably in excess of this estimate. (At-
tachment #3)
The New Jersey Comprehensive Health Planning Agency is seeking a 1(^

capitation grant for State B Agencies. The northern four counties (Area I)
will receive approximately $20,000 based upon this formula. The possibility
of this grant is under review by the state and initial indications are favorable.
The County Boards of Freeholders are being asked to participate in the

local funding at a level of 11,500. I'his is broken down as follows

:

HEALTH PLANNING COUNCIL OF GREATER MIAMI VALLEY, DAYTON, OHIO

Total amount Applicant Request from
required and other HSMHA

From June 1, 1972, through May 31, 1973:
Personal services $117,986 $54,165 $63,821
Patient care

Equipment
Construction . . _ _

Other 26,630 12,293 14,337
Traineecosts

Total direct costs 144,616 66,458 78,158

Requested from HSMHA:
A. Financial assistance (cash avi^ard) ($78,158).
B. Direct assistance ($ )

Indirect cost allowance (leave blank)..

Tot.'il costs (leave blank)
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(F),(S),

(L),(0)

Matching
or cost

participation

requirements Other

Sources of funds, applicant and other:

A. Applicant's funds

B. Other sources (identify each source separately):

Blue Cross -

United Fund
Dayton Area Hospital Council

County governments. __ _._ _._

Private health agencies

Matching in k\n6:

Dayton Area Hospital Council

United Fund
Dayton Area Council on Alcoholism and Drug Abuse L

Travel— Board of committee members at 10 cents per mile L

Payment for services provided by project (fees, collections, etc.)-.

(1) Title XIX (medicaid)

(2) Other
Cash

Total.

$10, 680
23, 000
10,000
20,810
1,968

5,900
3,800
1,500

500

66,458

78, 158

HEALTH PLANNING ASSOCIATION OF NORTHWEST, OHIO, WIAUWIEE, OHIO

TOP 10

Amount
requested

Amount
received

Industry:

Owens-Illinois, Inc.... - $5,000 $1,500
Libbey-Ow/ens-Ford Co ..._ 5,000 3,000
Champion Sparkplug Co.. - 5,000 1,000

Owens-Corning Fiberglas... 2,500 1,500
Toledo Edison 2,500 600
Dana Corp 2,500

Anderson's _ - 5,000

General Motors Corp.' _ 2,500 2 1,000

Sun Oil Corp - 1,000 1,000

Johns-Manville --- 2,500

Insurance companies:
Aetna. -- 7,500

Additional ---

Total. --- 1,015

Blue Cross. 25,000 2 15,000

675
340

1 These contributions arrived prior to the committee determinants of amount to be requested for fiscal year 1971-72.

2 Contribution July 6, 1971 for fiscal year 1971-72; $421 out of the $1,000 was attributable to Lucas County. (The re-

mainder went to Erie and Defiance Counties.)
^ Contribution from Blue Cross was allocated to all 11 counties. Lucas County's share is $7,666.50.

southeastekn ohio health planning association, cambridge, ohio
Budget Justification

Show justification for specific items or categories listed iu tlie detailed budget

for which the need is not self-evident. Justifications should clearly indicate that

the items being requested are essential to the achievement of the stated project

objectives and the conduct of the proposed procedures.

Source of local funds

A county by county fund raising effort is currently underway to secure the

applicant agency share of $55,843.38 for the second year operational expense of

the 5 year planning grant application. By February 24, 1972 a total of $24,164.29
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will be firmly and verbally committed.
A list of pledges follows :

Total local share $79, 343. 38

Less donations

:

Ofiice space—Guernsey Memorial Hospital 10, 000. 00
E.D.P. and Public Relations Services :

Bethesda hospital 500. 00
Good Samaritan Hospital 500. 00

10 Ph. D. Students at O.S.U 10, 000. 00
1 Ph. D. Student at C.W.R.U 1, 000. 00
Legal Services—Mr. Alfred Ziun, Zanesville 1, 500. 00

Total donations 23, 500. 00

Balance of local share to be in ca.sh pledges 55, 843. 38

Less Cash Pledges i-eceived :

Columbus Blue Cross 2, .500. 00
Youngstown Blue Cross 2, 500. 00
Private Insurance 1, 000. 00
Guernsey Memorial Hospital 1, 214. 23
Coshocton County Memorial Hospital 1,618.97
Barnesville Hospital 809. 49
Bellaire Hospital 1, Oil. 86
Martins Ferry Hospital 1,821.35
St. John's Hospital .1, 416. 60
Bethesda Hospital 3, 035. 58
Selby General Hospital 404. 74
Marietta Memorial Hospital 1,618.97
Good Samaritan Hospital 4, 452. 18
Harrison Community Health Center 760. 32

Sub-Total Cash Pledges already received 24, 164. 29

Total 31, 679. 09
Less increase under consideration by the Columbus and Youngstown

Blue Cross Agencies 4, 000. 00

Total 27, 679. 09
Southeastern Ohio Health Planning Association County Compre-

hensive Health Planning Council Share (1972-73 share, plus 8%
increase as authorized by the Board of Trustees ; based on popu-
lation in each county) 27,679.09

FIXAXCIAL KEPOKT FOR THE SECOND YEAR ORGANIZATIONAL GRANT— (PROPOSED)—TO
SOUTHWESTERN MICHIGAN COMPREHENSIVE HEALTH PLANNING ASSOCIATION, JUNE
15, 1972 THRU JUNE 14, 1973

Federal share $26, 600. 00
Local share 17, 733. 00
A-Sources of local matching contributions

:

1. Those who have pledged :

(a) Michigan Blue Cross 8,332.00
(6) United Fund—Twin Cities 50.00

S. 382. 00

Those who have contributed cash :

(a) SW Mich. District Nurses Association 50.00
(6) Berrien Springs School District 50.00
(c) Berrien County Crippled Children .50.00
id) Watervliet Hospital 2.52.00

Total cash contributions 402. 00
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A-Soiirces of local matching contributions—Continued
3. Local Match pledged as In-Kind contribution

(a) Berrien County Health Department .«2, 0(W. 00
(b) Whirlpool Corporation ,

—

70.00

2, 070. 000

4. Total local matching funds 1972-73 grant year 10, 854. 00

B-Local Funds needed to Match the second grant year (proposed) :

Local share 17, 733. 00
Less contributions on hand 10, 854. 00

Remainder to be matched 6. 879. 00

1. A local matching funds campaign is currently underway. The
following format is anticipated for the remainder of local

funds

:

(a) Health Departments 1,000.00
(6) Medical Societies 800.00
(c) Schools and School Districts 1,000.00
id) Businesses and Foundations 2,000.00
(e) Other In-Kind donations 2.000.00

6, 800. 00

The Board of Trustees discussed each of the problem statements so that they

would understand the problems underlying the brief description. Voting for the

eight most important problem statements the Board ranked the committee recom-

mendation in the following order :

1. There is a need to improve cooperation among facilities in order to

prevent increasing costs due to duplication of services, expensive equipment
and inappropriate utilization of facilities.

2. The municipality of planning groups tends to contribute to duplication

of effort, multiple and uneven criteria for planning and lack of coordination.

At the same time, overall plans are not developed.

3. The majority of consumers are not aware of the full range of health

facilities and services available in the tri-county area.

4. No current system exists to identify needed services or gaps in services.

The consumer and provider does not have a methodology to weigh alterna-

tives and assess priorities.

5. There is a pressing shortage of general practice physicians within the

tri-county area. Very few current physicians are able or willing to accept

new patients.

6. Low income families and particularly children of these families do not

have access to adequate dental care under the present payment mechanism.

7. The present payment mechanism for health care services does not contain

payment for some services, is often unrealistic and some times contributes to

inappropriate utilization. Demand for services often exceeds the resources

to cover costs.

7. The present payment mechanism for health care services does not contain

payment for some services, is often unrealistic and some times contributes

to inappropriate utilization. Demand for services often exceeds the resources

to cover costs.

Department of Health, Education, and Welfare. Public Health Service (42

CFR Part 51. Subpart A) Grants to States for Comprehensive Health
Planning

notice of proposed revision of BEGU'LATIONS

Notice is hereby given that the Administrator. Health Services and Mental

Health Administration, with the approval of the Secretary of Health, Education,

and Welfare, proposes to revise Subpart. A of Part 51 of Title 42, CFR, governing

grants to States for comprehensive health planning under section 314(a) of the

Public Health Service Act (42 U.S.C. 246(a)), as set out below.

The principal purpose of the revision is to implement, with respect to this

program, the Health Services and Mental Health Administration simplified
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state plan review system. Under that system, documents which are required to

be included in State plans and which currently must be submitted to Health
Services and Mental Health Administration headquarters for review will instead
be incoi-porated by reference in the State plans, retained in the States, and there
reviewed by staff of the Regional Offices.

In addition, the revised regulations would implement the amendments made
to section 314(a) of the Public Health Service Act by section 220 of P.L. 91-515

(84 Stat. 1304), including the requirement that representatives of the Veterans
Administration (or of other Federal agencies where there are no Veterans Ad-
ministration health care facilities in a State) and of regional medical programs
be included as members of State health planning councils.

A number of technical and conforming changes are also included.

Interested persons are invited to submit written comments, suggestions, or

objections regarding the proposed revision of 42 CFR Part 51, Subpart A, to

the Community Health Service, Parklawn Building, 5600 Fishers Lane, Rock-
ville, Maryland 20852, within 30 days after the date of publication of this notice

in the Federal Register. Comments received will be available for public inspec-

tion at Room 7-05, Parklawn Building, between the hours of 8 :30 a.m. and 5 :00

p.m., Monday through Friday.
It is proposed to revise Subpart A of Part 51 to read as follows

:

Subpart A—Grants to States for Comprehensive Health Planning
Sec.

51.1 Applicability.
51.2 Definitions.
51.3 Submission of State programs.
51.4 State program requirements.
51.5 State allotments.
51.6 Payments to States.

51.7 Equipment, supplies or personnel in lieu of cash.

51.8 Nondiscrimination on account of race, color, or national origin.

Authority.—The provisions of this subpart issued under sees. 215, 314 of the
Public Health Sei-vice Act as amended; 58 Stat. 690, 80 Stat. 1180; 42 U.S.C.

216, 246.

§ 51.1 Applicahility.

The regulations of this subpart apply to grants to assist the States, including
the District of Columbia, Puerto Rico, the Virgin Islands, Guam, American
Samoa, and the Trust Territory of the Pacific Islands, in comprehensive and
continuing planning for their current and future health needs in terms of health
services, health manpower and health facilities, as authorized by section 314(a)
of the Public Health Service Act, as amended.

§ 51.2 Definitions.

All terms not defined herein shall have the same meanings as given them in

the Act. As ii.sed in this subpart

:

(a) "Act" means section 314 of the Public Health Service Act, as amended
(42 U.S.C. 246).

(b) ''Secretary" means the Secretai'y of Health, Education, and Welfai-e and
any other officer or employee of the Department of Health, Education, and Wel-
fare to whom the authority involved may be delegated.

(c) "State pi'ogram" refers to the State plan for comprehensive health plan-
ning which contains the information, proposals, and assurances submitted by
the State agency pursuant to section 314(a) of the Act and the regulations of
this subpart.

(d) "'State agency" means the single State agency (which may be an inter-

departmental agency) designated in the State program for administering or
supervising the administration of the State's health planning functions under
the State program.

§ 51.3 Submission of State programs.

In order to receive funds from an allotment imder this subpart, a State must
submit to and have approved by the Secretary a State program which incorpo-
rates by reference the information and meets the requirements specified in the
Act and in the regulations of this subpart. Such program shall be submitted
by the State agency officially designated and authorized to administer it and
carry out the functions prescribed hereunder. Documents incorporated by refer-
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ence become a part of the State program as though fully set forth herein. Such
documents must be (a) clearly identified as to subject, date, and location, (b)
officially adopted and disseminated in accordance with applicable procedures,
(c) made available to the public for inspection, and (d) copies furnished to the
Secretary on request.

§ 51.4 State program requirements.

(a) Responsibility of State agency. The State program must provide that the
State agency will either administer or supervise the administration of the
activities to be carried out under it. In order to assure adequate supervision
by the State agency of the administration of activities under the State program
carried out by other agencies, institutions, organizations, or individuals, the
State program must incorporate by reference documents showing that the State
agency (1) is able to obtain from such other agencies, institutions, organizations,
or individuals the data needed for formulation and evaluation of, and account-
ability for, planning activities: (2) has established methods for performing
continuing professional and administrative evaluations of such activities ; and
(3) is in a position to take such steps as may be necessary to assure that such
activities meet Federal and State requirements.

(b) State health planning council. The State program must incorporate by
reference documents showing that a State health planning council has been
established to advise the State agency in carrying out its functions under the
approved State program. Council membership shall include representatives of
State agencies (other than the designated State agency) and local agencies and
of nongovernmental organizations and groups concerned with health (including
representation of the regional medical programs established under Title IX of
the Act which are included in whole or in part within the State), and one or
more representatives of Federal agencies concerned with health : Provided, That,
if there is located in the State one or more hospitals or other health care
facilities of the Veteran's Administration, the membership of the council shall

include as an ex efficio member the individual whom the Administration of

Veteran's Affairs shall have designated to serve on such council as the repre-

sentative of the hospitals or other health care facilities of such Administration
which are located in the State : and the requirement of representation of Federal
agencies concerned with health shall be satisfied by the inclusion of such
Veteran's Administration representative. A majority of the council members
must be consumer representatives ichose major career or occupation is neither
the organization, financing, or delivery of health services, nor research in. or
the teaching of health sciences. Membership of the council shall generally reflect

the various socioeconomic groups and geographic areas of the State. The council

shall meet as often as necessary and not less often than twice a year for the

purposes of consulting with and advising the State agency with respect to

:

(1) The scope of planning activities to be undertaken by the State agency:
(2) The recommendations to be made by the State agency as a result of such

activities ; and
(3) Necessary review and modifications of the State program.
(c) Expenditure of grant funds. The State program must incorporate by

reference written policies and procedures for the expenditure of funds under
the program, which shall provide that

:

(1) The scope of comprehensive health planning will encompass the need
for services (including home health services), facilities, and manpower to meet
the physical, mental, and environmental health needs of the people of the State,

and the financial and organizational resources through which these needs may
be met

:

(2) Such planning will be concerned with both publicly and privately supported

health services and activities :

(3) A method for determining priorities of planning activity will be estab-

lished to ensure that the most critical planning problems are scheduled for early

attention

:

(4) Jklethods will be established for obtaining and utilizing, in the formulation

of planning priorities and recommendations, effective and appropriate informa-

tional support, including statistical data and. where feasible, social, economic,

demographic, and similar base data consistent with those to be utilized for other

comprehensive planning activities in the State :

(5) To administer or supervise the administration of the planning functions

under the State program and to provide staff assistance to the State health

planning council, the State agency will establish positions, including the full
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time position of comprehensive health planning director, to be filled by persons
with appropriate qualifications : Provided, That the Secretary may, in partic-
ular cases, approve arrangements for administering or supervising the ad-
ministration of the State agency's planning activities through other than a full-

time director where he finds that such other arrangements will result in the
effective administration of such activities ;

(6) The State agency will cooperate with and assist in the development of
needed regional, metropolitan area and other local area health planning agencies
and be prepared to act upon, and to inform the Secretary of its actions with re-

spect to, grant applications under section 314(b) of the Act.
(d) Encoiiraf/ing cooperative efforts. The State program must incorporate by

reference written policies and procedures for encouraging cooperative efforts
among governmental and nongovernmental agencies, organizations, and groups
concerned with health and related services, facilities, and manpower. As a mini-
mum, such policies and procedures must provide methods for

:

(1) Coordinating the State agency's planning activities with speci:ilized health
planning and other relate<I planning activities, such as the development of Jiiental
retardation plans, construction plans for health and medical facilities, com-
munity mental health plans, regional medical programs, environmental quality
plans, and State physical and economic planning

;

(2) Considering the most effective and efficient manner of meeting health
needs in the fields of welfare, education and rehal)ilitation ;

(3) Considering the special needs of high-risk population groups for pre-
ventive and health care services.

(e) Federal funds to supplement State funds otherwise arailahle. The Statp
pi-ogram must contain satisfactory assurances that Federal funds will not sup-
plant funds that would otherwise be made available by the State for the puniose
of comprehensive health planning and that Federal funds will, to the extem
practicable, be used to increase tlie level of non-Federal funds available for such
purpose. Substantial compliance with such assurance will be deemed to have
been met if the level of non-Federal funds made available to and spent by the
State for comprehensive health planning is at least no lower for any fiscal year
than it was in the immediately preceding fiscal year, except that tiie Secretary
may also take into consideration the extent to which the level of such funds for
any fiscal year may have included funds for an activity of a non-recurring
nature.

(f ) Methods of administration. The State program shall

:

(1) Provide for the establishment and maintenance of personnel standards on
a merit basis for persons employed by the State in carrying out the State pro-
gram. Conformity with the Standards for a Merit System of Personnel Ad-
ministration, 45 CFR Part 70, issued by the Secretary of Health. Education,
and Welfare, including any amendments thereto, and any standards prescribed
by the United States Civil Service Commission pursuant to section 208 of the
Intergovernmental Personnel Act of 1970 (P.L. 91-648; 84 Stat. 1915) modify-
ing or superseding such Standards, will be deemed to meet this requirement as
determined by said Commission. Laws, rules, regulations and policy statements,
and amendments thereto, effectuating such methods of personnel administra-
tion shall be incorporated by reference in the State plan ;

(2) Incorporate by reference written policies and procedures for informing
interested parties and organizations and the general public about the agency's
activities and recommendations

;

(3) Contain an assurance that no more than 50 percent of the funds available
to the State agency under the State program will be used for contracting with
other agencies and organizations to conduct planning functions under the State
program without specific approval from the Secretary : and

(4) Incorporate by reference written policies and procedures by which cri-
tei-ia will be developed as a basis for approval or disapproval of applications for
areawide health planning project grants under .section 314(b) of the Act.

(g) Reports atid records. (1) The State program must contain an assurance
that, in addition to any other reports or records required by the regulations of
this subpart or which may reasonably be required bv the Secretary under the
Act,

(i) The State agency will maintain adequate records to show the disposition
of all funds (Federal and non-Federal) expended for activities under the
approved State program

;
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(ii) The Secretary will be provided copies of each recommendation, plan or
portion of a plan adopted by the State agency

;

(iii) An annual narrative sununary of the planning activities undertaken dur-
ing the preceding year will be submitted to the Secretary ; and

(iv) Cixmulative expenditure reports on forms prescribed by the Secretary will
be submitted within 30 days after the end of the second guarter of any Federal
fiscal year and within 60 days after the close of the Federal fiscal year.

(2) All records shall be retained for three years after the close of the fiscal
year in which the grant was made. Such records may be destroyed at the end
of such three-year period if the State agency has been notified of the comple-
tion of the Federal audit by such time. If the State authority has not been so
notified by the end of such three-year period, such records shall be retained
( i ) for 5 years after the close of the fiscal year in which the grant was made or
(ii) until the State agency is notified of the completion of the Federal audit,
whichever comes first. In all cases where audit questions have arisen before the
expiration of such 5-year period, records shall be retained until resolution of all
such questions.

(3) The Slate agency must afford access to the records maintained by it to the
Comptroller General of the United States and the Secretary of Health, Educa-
tion, and Welfare, or their authorized representatives, for purposes of audit and
examination.

(h) Revieio and modification. The State program must contain an assurance
that the State agency will review and evaluate its approved program at least once
annually and submit appropriate modifications to the Secretary. As a minimum,
the State agency shall submit annual modifications of the State program which
will (1) reflect budgetary and expenditure requirements for the next fiscal year,
(2) set forth priorities established for planning activity to be undertaken in the
next fiscal year, and (3) update any assurances or other informational require-
ments included in the State program.

(i) Program for capital expenditures. The State program must incorporate
by reference written policies and procedures for assisting, through consultation,
provision of information, and advice, each health care facility in the State to
develop a progi-am of capital expenditures for replacement, modernization, and
expansion which is consistent with such overall State plan as has been de-
veloped in accordance with criteria established as provided in section 314
(a) (2(1) of the Act, and shall provide that tlie State agency furnishing such
assistance will periodically review such capital expenditures program of each
healthi care facility in the State and recommend appropriate modification there-
of. The assistance and review required under this paragraph may be provided
either by the State comprehensive health planning agency itself, or, under such
State agency's conti-ol and supervision, by a local public or private nonprofit
agency, or by another State agency qualified and authorized to provide such as-
sistance and designated in the State program as the agency with the primary
responsibility therefor. For the purposes of this section the term "health care
facility" includes all hospitals, sanitoriums, nursing homes, and other facilities

for the inpatient care of the sick, injured, or disabled, which are licensed or
formally approved for such purposes by an ofiicially designated State standards-
setting authority, and all public or private nonprofit clinics, health centers, and
other facilities a major purpose of which is to provide diagnostic, preventive
or therapeutic outpatient health care by or under the sujiervision of doctors of
medicine, osteopathy, or dentistry : Provided, That such term shall not include
facilities operated by religious groups relying solely on spiritual means tlirough
prayer and healing and in which health care by or under the supervision of doc-
tors of medicine, osteopathy, or dentistry is not provided.

(j) Accounting procedure. The State program shall incorporate by reference
such written fiscal control and fund accounting procedures as are necessary to
assure the proper disbursement of and accounting for funds paid to the State
under this subpart. Such procedures shall provide for an accurate and timely
recording of the receipts of funds from State and Federal sources, of expendi-
tures made from such funds for comprehensive health planning purposes under
the State program, and of any unearned balances of Federal funds paid to the
State. Controls shall be established by the State agency to ensure that expendi-
tures charged to comprehensive State health planning funds are for allowable
purposes and that documentation is readily available to verify the accuracy of
such charges.



1374

§ 51.5 State allotments.

(a) Determination. The allotment of funds for any year to each State shall

be the product of

(1) The percentage which the States' weighted population bears to the total

of the weighted populations of all States, multiplied by
(2) The amount of appropriated funds available for allotment for the fiscal

year ; except that the allotment for any State which, as a result of such com-
putation, is less than one i)ercent of the amount available for allotment shall

be increased to one percent of such amount and the allotments to other States
shall be proportionately reduced as necessary but not below an amount equal
to 1 percent. For the purposes of this section, the term "weighted population"
means (i) the population of the State (as determined from the latest availafble

estimate from the Department of Commerce) multiplied by (ii) the per capita
income of the United States divided by the per capita income of the State (as
determined from the latest available estimates from the Department of Com-
merce).

(b) AvailaMlity. The funds allotted to any State for a fiscal year shall remain
available to the State for obligation in accordance with its approved State pro-
gram during the fiscal year for which the allotment was made and the succeed-
ing fiscal year. If the Secretary determines that a State will not utilize all of its

allotment during the period for which it is available, such balances shall be avail-

able for reallotment to other States in accordance with the provisions of subsec-
tion 314(a) (3) (B) of the Act. The Secretary will make a determination as to

the balances of funds available for reallotment during the last quarter of each
fiscal year for which such allotments are available for expenditures by the States
and will reallot such balances as soon as possible after such a determination is

made,

§ 51.6 Payments to States.

Each State for which a State program has been approved shall from time to
time be paid from its allotment for the fiscal year amounts which equal the
Federal share, as determined pursuant to section 314(a) (4) of the Act. of ex-
penditures incurred during the period for which such allotment is available. The
"Federal share" for any State shall be all or such part of the expenditures for
comprehensive State health planning made by or under the supervision of the
State agency as the Secretary may determine at the time of his approval of the
State program. Payments to a State under this section will he made where prac-
ticable through a letter of credit system or, when such a system is not prac-
ticable, on the basis of payment requests from the State to meet its current needs.
The Secretary will make such adjustments in amounts of payments as may be
necessary to correct under or over payments previously made (including ex-
penditures which are disallowed on the basis of audit findings).

§ 51.7 Equipment, supplies or personnel in lieu of cash.

At the request of and for the convenience of the State agency, the Secretary
may, in lieu of cash payments, furnish to the State agency equipment or supplies
or detail to the State agency officers or employees of the Public Health Service
when he finds such equipment, supplies, or personnel would be used in carrying
out the approved State program. In such case, the Secretary will reduce the pay-
ments to which the State agency would otherwise l)e entitled from its allotment
for the fiscal year by an amount which equals the fair market value of the equip-
ment or supplies furnished, and by the amount of the pay, allowances, traveling
expenses, and other costs in connection with such detail of officers or employees.
For purposes of determining the amount of the expenditures for any fiscal year
made in carrying out the approved State program and the Federal share of such
expenditures, the costs incurred by the Secretary in furnishing such equipment
or supplies and in detailing such personnel to the State agency during the fiscal
year shall be considered as expenditures made by and funds paid to the State.

§ 51.8 Nondiscrimination on account of race, color, or national origin.

Attention is called to the requirements of Title VI of the Civil Rights Act of
1964 (42 U.S.C. 2000d ; 78 Stat. 252) which provides that no person in the United
States shall, on the ground of race, color, or national origin be excluded from par-
ticipation in, be denied the benefits of, or be subjected to discrimination under
any program or activity receiving Federal financial assistance. A regulation im-
plementing such Title VI has been issued by the Secretary of Health, Education,
and Welfare with the approval of the President (45 C.F.R. Part 80). Such regu-
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lation is applicable to comprehensive State health planning activities which re-

ceive Fedei'al financial assistance and requires receipt and acceptance by the
Secretaiy of the applicable documentation set forth therein.
Dated :

Administrator, Health Services Q,n4 Mental Health Administration.
Approved

:

Secretary.

May 26, 1972.
Mr. Leslie P. Hemry,
President, Health Insurance Association of America,
noi K Street NW., Washington, B.C.

Dear ]Mr. Hemry : The Senate Antitrust and Monopoly Subcommittee is con-
tinuing its public hearings on commercial health and accident insurance on
June 6, 7 and 8, 1872. Testimony of the Association will be very helpful in

assisting the subcommittee to reach a full understanding of the commercial health
and accident insurance industry, and its member companies, overall role in help-

ing to develop a health-care system responsive to the needs of all consumers.
It is our understanding that the Association through its Health Insurance

Council for Health Area Planning has been assisting the states in comprehensive
planning for their current and future health needs. It is our further understand-
ing that representatives of the Health Insurance Council for Health Area Plan-
ning and your member companies are serving on the advisory councils of state

comprehensive health plamiing agencies, and are also serving on "B" Agency
Advisory Councils. Would you please furnish us with an up-to-date list of the

names of tliosc tvho are serving on these advisory councils?

Therefore, we would appreciate receiving your testimony and the list of names
on Thursday, June 8, 1972, at 10 a.m., room 2228 New Senate Office Building,

Washington, D.C.
You may file a prepared statement of any length which will be printed in full

in the hearing record. However, in order to cut growing expenses for transcrib-

ing the session and to allow time for dialogue, we must ask that you limit your
oral presentation to 15 minutes.
Rules of the Senate require that prepared testimony be submitted well in

advance of your appearance. Therefore, we ask that 25 copies of your formal

statement be in our office by the close of business Monday. June 5. 1972. An addi-

tional 100 copies should be made available for the press on the day of testimony.

Your interest and cooperation are greatly appreciated.

Sincerely,
Philip A. Hart, Chairman.

ALABAMA
"A" agency

Mr. C. Preston Blanks. Jr., Health Planning Administrator, State Depart-

ment of Public Health, State Office Building, Montgomery, Alabama 36104.

Representative : None.

"B" agencies

Mr. W. L. Moore, Jr.. Executive Director, The Council for Comprehensive Area-

wide Plamiing for Health Care in the Wiregrass Area, Inc.. P.O. Box 1406,

Plaza II. Dothan, Alabama 36301. Representatives : Mr. Robert B. Hall, P.O. Box
699. Dothan. Alabama 36301; Mr. John S. Mann. P.O. Box 520, Andalusia,

Alabama ; Mr. George Proctor. 109 South Three Notch St., Andalusia. Alabama
36420 ; Mr. W. Earl Register, 403 Madison Avenue, Dothan, Alabama 36301 ;

Mr.

W. B. Ward, Route 2. Abbeville, Alabama 36310.

Elizabeth W. Cleino, Ph. D., Director, West Alabama Comprehensive Health

Planning Council, P.O. Box 1488, Tuscaloosa, Alabama 35401. Representative:

Mr. Walter Owens, 107 Court Square West, Centreville, Alabama 35042.

Mr Vernon D. Knight, Project Director. Southwest Alabama Health Planning

Council, 248 Cox Street, P.O. Box 4533, Mobile, Alabama 36604. Consumer
:
Mr.

Charles E. McNeil, General Agent, Protective Life Ins. Co., Merchants National

Bank Bldg., Mobile, Alabama 36601.

Mr David W. Carter, Administrator, East Central Alabama Health Planning

Council, 2900 :\IcGehee Road. P.O. Box 11292, Montgomery, Alabama 36111.

Representative : Mr. W. O. Crawford, President, Southern United Life Ins. Co.,

116 Catoma Street, Montgomery, Alabama 36104.
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Mr. George E. Rice, Executive Director, Community Service Council, Inc., 3600
Eightli Avenue South, Birmingliam, Alabama 35222. Representatives : Mr. Wilbur
H. Hollins, Executive Vice President, Acamar Realty & Ins. Co., 1630 Fourth
Avenue North, Birmingham, Alabama 35203 ; Mr. Fred Renneker, III, Renneker
& Company, Inc., 907 JefEerson Federal Bldg., Birmingham, Alabama 35203;
Consumer : Mr. Louis J. Willie, Executive Vice President, Booker T. Washington
Ins. Co., P.O. Box 697, BirmiughanI, Alabama 35201. Community Health Plan-

ning Commission : Mr. Olen Roy Ratliff, State Farm Insurance Company, 223%
2nd Ave. E, Oneonta, Alabama 35121.

ALASKA
"A" agency

Mr. Lawrence J. Sullivan, Health Services Planning Coordinator, Office of

Comprehensive Planning, Department of Health & Welfare, Pouch "H", Juneau,
Alaska 99801. Representative : None.

"i?" agencies

None. Representative : None.
Note : See list of current Council members.

AEIZONA
"A" agency

Melvin H. Goodwin, Jr., Ph.D., Director, Arizona Health Planning Authority,

2929 East Thomas Road, Suite 209, Phoenix Arizona 85016. Representative : Mr.
C. R. Igoe, Manager, Aetna Life and Casualty, 3003 N. Central Avenue, Suite 900,

Phoenix, Arizona 85002.

"S" agency

Mr. George Rosenberg, Executive Director, Health Systems Management, 3813
East 2nd Street, Tucson, Arizona 85716. Representative : Mr. William Alberts,

Jr., Harland Insurance Co., P.O. Box 12489, Tucson, Arizona 85711.

ARKANSAS
"A" agency

Mr. Michael Cleary, Director, Health Planning Program, 518 University Tower
Bldg.. 12th & University, Little Rock, Arkansas 72204. Consumer or Provider:
Mr. Marshall Driver, Manager, Metropolitan Life Ins. Co., 1014 West Third
Street, Little Rock. Arkansas 72201.

CALIFOENIA
"A" agency

David P. Michene, M.D., Acting Chief, CHP, State Department of Public
Health, 570 Office Building #6, 744 *T" Street, Sacramento, California 95814.
Representative : None.

"JS" agencies

Mr. Frank Harland, Executive Din, Superior California Comprehensive
Health Planning Association, 1216 Sheridan Street, Chico, California 95926.
Representative : Mr. Leonard Parks, c/o William & Scheer Insurance Agency,
2139 North St., Anderson, California 96007.
Mr. Vic Biswell, Executive Director, Norcoa Health Incorporated, P.O. Box

126, Eureka, California 95501. Representative : None.
Mr. Brian Dobrow, Executive Director, Golden Empire Regional Comprehen-

sive Health Council Inc., 926 J Street, Sacramento, California 95814. Representa-
tive : Mr. Byron Graves, Manager—Group Division, Aetna Life Ins. Co., 455
Capital Mall, Suite 435, Sacramento, Calif. 95814.
Mr. Richard Jacobsen, Executive Director, Comprehensive Health Planning

Association of San Diego and Imperial Counties, 3211 Jefferson Street, Sari
Diego. California 92110. Representative: Mr. Frank A. Forbes, Metropolitan
Area Manager, Group Division, Aetna Life Ins. Co., 1600 First Nat'l. Bank
Bldg., San Diego, Calif. 92101.
Mr. Wallace Chipman, Executive Director, Bay Area Comprehensive Health

Planning Council, 16 California Street, Suite 302, San Francisco, California 94111.
Representative : Mr. Earl Unze, CLU, Senior Account Executive. Pacific Mutual
Life Ins. Co., 600 California Street, San Francisco, Calif. 94108 ; Mr. Andrew A.
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Christensen, Supervisor, Claims, Metropolitan Life, 1537 Union Street, Alameda,
Calif. 94501.
Mr. Stanley Parry, Executive Director, North San Joaquin Comprehensive

Health Planning Assn.. 701 East Park Street, Stockton, California 95202. Rep-
resentative : Mr. Marshall Rojas, 653 S. Filbert St., Stockton, California.

Mr. John Traband, Executive Director, Inland Counties Comprehensive Health
Planning Council, P.O. Box 305. 175 W. Fifth Avenue, San Bernardino. California

92402. Representative: Mr. Harold M. Haye.'*, Insurance Service Associate.

853-A N. Mountain Avenue, P.O. Box 1477, Ontario, California 91762.

COLORADO
"A" agencij

Mr. Emmett G. Zerr, Jr., Director, Comprehensive Health Planning, State

Planning Office, 700 Capitol Annex, 1375 Sherman Street, Denver, Colorado.

Representative : Mr. Charles Lay, Prudential Ins. Co.. 2719 South Milwaukee,
Denver, Colorado 80210.

DELAWARE
".i" agency

Mr. Harry F. Cami>er, Dir., Bureau of Comprehensive Health Planning,

Department ' of Health & Social Services, Federal and "D" Streets, Dover,
Delaware. Representative : None.

FLORIDA
"J" agency

Mr. Jerome Conger, Chief, Bureau of Comprehensive Health Plan., Div. of

Planning & Evaluation, Dept. of Health Rehabilitative Services, 908 South
Bronough, Tallahassee, Florida 32304. Representative : Mr. Richard Brooke.

Jr., Vice President, Independent Life and Accident, P.O. Box 629. Jacksonville,

Fla. 32201.
••/i" agencies

Mr. Fred J. Huerkamp, Exc. Dir., Health Planning Council of the Jackson-
ville Area, Inc., P.O. Box 629, Jacksonville, Florida 32202. Representatives:
:\rr. Jacob F. Bryan, III, President, Independent Life & Accident, 233 W. Duval St.,

Jacksonville, Fla. 32202; Mr. Jack Lees, Prudential Ins. Co., P.O. Box 4579,

Jacksonville, Fla. .3201; Mr. James D. Renn, treasurer. Peninsular Life Ins. Co.,

645 Riverside Ave., Jacksonville, Fla. 32203.
Mr. Wood McCue, Executive Director, Comprehensive Health Planning Coun-

cil of South Florida, Inc., Suite 312—3000 Biscayne Blvd., Miami, Florida 33117.

Representative: Mr. Winston Wynne, CLU. Connecticut General Life, 2250
Douglas Road, Coral Gables, Fla. 33134.

Mr. John H. Schill, Acting Director, Northwest Fla. Comprehensive Health
Planning Council, Inc.. 21 South Tarragona Street, Pensacola, Florida 32502.

Representative : None.
GEORGIA

"A" agency

Eugene J. Gillespie, M.D.. Director, Office of Comprehensive Health Planning,

( Jeorgia Department of Public Health, 1280 West Peachtree Street, N.W., Atlanta,

(Georgia 30309. Representative : None.

"B" agencies

Raphael B. Levine, Ph. D.. Director, Comprehensive Health Planning. Metro-
politan Atlanta Council for Health (MACHealth), 1000 Glenn Bldg.. 120 Marietta

St., X.W.. Atlanta, Georgia 30303. Representative: Mr. Gary Cutini. V.P.. Market-
ing and Sales, Life Ins. Co. of Georgia, Life of Georgia Bldg.. 600 West Peachtree
Street, Atlanta, Georgia .30.308.

Mr. Charles Moeller, Director. Coastal Area Planning and Development Com-
mission, P.O. Box 1316, Brunswick, Georgia 31520. Representative : Mr. Virgil

Ramson, 2107 Willet St.. Brunswick, Georgia.

HAWAII
".1" agency

Mrs. Sylvia L. Levy, Director, Comprehensive Health Planning, State Depart-
ment of Health, Kinau Hale, P.O. Box 3378. Honolulu, Hawaii 96801. Consumer

:

Richard Hager, Mgr., Aetna Life & Casualty, P.O. Box 1556, Honolulu, Hawaii.

'/?" agencies

None.

90-319—73—pt. lA 53
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IDAHO
"J." agency

John D. Cambai-eri, Ph. D., Director, Comprehensive Health Planning-, Depart-
ment of Health, 160 State Office Bldg., G50 West State Street, Boise, Idaho
83707. Representative : Mr. Joseph E. Karpach, Equitable Life Assurance, P.O.

Box 8048, Boise. Idaho 83707.

"i?" agencies

Mr. Dennis Caldwell, Director, Treasure Valley Areawide Comprehensive
Health Planing Agency. Boise State College, 1907 Campus Drive, Boise, Idaho
83707.

Sister Helen Frances, Chairman, North Central Idaho Compi-ehensive Health
Planning Agency, P.O. Box 816, Lewiston, Idaho 83501.

ILLINOIS
"A" agency

Albert Snoke, M.D. Executive Dir., Office of Comprehensive Health Planning,
525 West Jefferson—Suite 320, Springfield, Illinois 62706. Representative : Mr.
Dan Bannister. President. Horace Mann Educators, 216 East Monroe, Spring-
field, Illinois 62701.

'"S" agencies

Mr. James Phillips, Ex. Dir., Comprehensive Health Planning Inc., 600 S.

Michigan, Suite 1310-1315, Chicago, Illinois 60605. Representative : None.
Mr. Dunne Benson, Rock Island-Scott Health Planning Council, c/o Miss

Phyllis Biedess, 404 Main Street, Davenport, Iowa 52801. Representative : None.
Dr. John Clarno, Tri-County Comprehensive Health Planning Coiuicil. 501)

Miller Avenue, Peoria Heights, 111. 61613. Representative : None.
Mrs. William E. Adams, Council for Community Services, 304 North Main

Street, Rockford, Illinois 61101. Representative : None.

"A" agency

Harry D. Offutt, Jr., M.D., Director, Comprehensive Health Planning, Indi-
ana State Board of Health, 1330 West Michigan Street, Indianapolis, Indiana
46206. Representative: Glenn W. Sample, V.P. and Secretary, Indiana Farm
Bureau, Inc., 130 East Washington St., Indiana polls 46204.

"5" agency

Mr. Kipton Kaplan, Ex. Dir.. Northwest Indiana Comprehensive Health Plan-
ning Council, 8145 Kennedy Avenue, Highland, Indiana 46322. Represenative

:

None.
IOWA

".4" agency

Mr. Banjamin Yarrington, Director, Office of Comprehensive Health Planning,
State Department of Health, Lucas State Office Bldg., 3rd. Fl.. Des Moines,
Iowa 50319. Representative : Mr. Harry Graham, Director. Health Insurance
Development Bankers Life Ins. Co., 711 High Street, Des Moines, Iowa 50307.

KANSAS
"A" agency

Mrs. Norma Satten, Coordinator. Comprehensive Health Planning Program,
State Board of Health, State Office Bldg., Rm. 540E, Topeka, Kansas 66612.
Representative : None.

KENTUCKY
"A" agency

Mr. Stawn W. Taylor, M.A., M.P.H., Director, Office of Comprehensive Health
Planning, 275 East Main Street, Frankfort, Kentucky 40601. Representative

:

Senator Clyde iNIiddleton. New York Life Insurance. Covingt(m, Kentucky.

"B" agencies

Mr. Alfred Quartin, Exec. Dir., Blue Grass Comprehensive Health Planning
Council, 330 Waller Avenue, Lexington, Kentucky 40504. Representative : Mr.
Ollie J. Arnett. Arnett Ins. Co., Salyersville, Kentucky.
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Mr. Donald T. Faigle, Executive Director Falls Region Health Council Inc.,

702 Portland Federal Bldg., Louisville, Kentucky 40202. Representative: Mr.
Preston P. Joyce, Jr.. Mce President, Commonwealth Life Ins. Co.. Louisville.
Kentucky 40202.

LOXnSIANA
"A" agency

Mr. Jack B. Parker, Dir., Comprehensive Health Planning, Interdepartmental
Health Policy Commission, Room 414, 150 N. Third Street. Baton Rouge,
Louisiana 70801. Representative : Mr. Frank R. Spitler, Aetna Life Ins. Co., 2025
Canal Street, Nevr Orleans, La. 70112.

"S" agencies

Mr. George A. Roundtree, Executive Director, Louisiana Capital Area Health
Planning Council, Suite 18, 1986 Dallas Drive, Baton Rouge, Louisiana 70806.
Representatives : Mr. Joseph H. Baynard CLU, The Guardian Life Ins. Co. of
America, P.O. Box 66375, Baton Rouge, La. 70806; Mr. S. J. Bailey, Mgr. The
Travelers Ins. Co., 401 Laurel Street, Baton Rouge. La. 70801.
Martin J. Ducote, M.D., Acadiana Health Planning Council, 604 St. Landry

Street, Lafayette, Louisiana 70501. Representatives : Mr. Ernie Broussard,
Estherwood, La. 70534; Mr. William O. Walker. 103 Robert Drive, Lafayette.
La. 70501 : Mr. Harold P. Robicheaux, 215 Sanders Street, Franklin, La. 70538.

Mr. Robert T. Jones. Exec. Dir.. New Orleans Area Health Planning Council,
802 Masonic Temple Bldg., 333 St. Charles St., New Orleans, La. 70130. Repre-
sentative : Mr. Robert Demmons, Pan American Life Ins. Co., P.O. Box 60219,

New Orleans, La. 70160.
A. A. Bullock. M.D,, President, Northwest Louisiana Area wide Health Planning

Council. 2748 Virginia Avenue, Shreveport, Louisiana 71103. Representative

:

None.
Mr. Gordon R. Denker, President, CENLA Health Planning Council, P.O. Box

328, Alexandria, Louisiana 71301. Representatives: Mr. Ben Johnson, Pres.,

Winnfleld Life Ins. Co.. 308 Nortli Street. Natchitoclies, La.: Mr. Reginald
Hathron, 1308 Dorchester Drive. Alexandria, La. ; Mr. Dan Brocato. Suite 16.

725 MacArthur Dr., Alexandria, La, ; Mr. Brian Duke, P.O. Box 4226. Alexandria.

La.
MAINE

"A" agency

Mr. Mark R. Knowles, MPH, Director, Maine Dept. of Health & Welfare ; State
House, Augusta, Maine 04330. Representative : Mr. Howard Shirley, Prudential
Ins. Co., 169 Union Street, Bangor, Maine 04401.

'/?' ai/rncies

Mr. Stanley Hanson, Executive Director. Southern Maine Comprehensive
Health Association, 583 Forest Avenue, Portland, Maine 04101. Representative:
Mr. Robert E. Cash, Second Vice President, Individual Insurance Services, Union
Mutual Life Ins. Co., Box 548, Portland, Maine.
Mr. Richard Hooper, Executive Director, Tri-County Health Planning Agency,

460 Main Street, Lewiston, Maine 04240. Representative : None.
Mr. Burt Sheehan, Kennebec Valley Regional, Health Agency, P.O. Box 728,

Waterville, Maine 04901. Representative: Mr. William Lawry, President, Bur-
gess and Lawry Ins. Age.
Mr. Benjamin C. Patch, Jr., Executive Director, Penobscot Valley Regional

Health Agency, P.O. Box 672, 160 Broadway, State Street, Bangor, Maine 04401.
Representatives: ^Ir. Leon F. Ilijigins II. Vice President. D. S. Hisgins & Sons.
Ins., 155 State Street, Bangor, Maine 04401 ; Carlton King, President & Treas-
urer, Maurice C. King Ins. Ag.. 234 Wilson St., Brewer, Maine 04412 ; G. Howard
Shirley, Prudential Ins. Co. of Am., 168 Union St., Bangor, Maine 04401.

"A" agency

Mr. Edward M. Jackson, Executive Director, Aroostook Health Services De-
velopment, Inc., Box 89, Presque Isle, Maine 04769. Representative : Mrs. Louise
McGee, Secretary-Treasurer, H. O. Perrv & Son Co.. 1S3 Main Street, Fort Fair-
field, Maine 04742.

MASSACHUSETTS
"A" agency

Mrs. Helen G. O'Meara, Director, Comp. Health Planning, Office of CHP,
Leverett Saltonstall Bldg., 100 Cambridge Street, Boston, Massachusetts 02202.
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Consumer or provider : Mr. Bertram N. Pike, Vice President, John Hancock
Mutual Life Insurance Co., 200 Berkley St., Boston, Massachusetts.

"i?" agency

Mr. W. Grant Heggie, Jr., Executive Director, Western Massachusetts Health
Planning Council Inc., 655 Page Bouievai'd, tjpringfield, Massachusetts 01104.
Representative: Mr. George B. Hopkins, Second Vice President, Massachusetts
Mutual Life, 1295 State St., Springfield, Mass. 01101.

Miss Ann M. McGrath, Executive Directoi-, Comprehensive Health Planning
Council of Central Massachusetts, Inc., 116 Belmont Street, Worcester, Massa-
chusetts 01605. Kepresentative : Mr. Francis M. Killion, Jr., Group Adminis-
trator, State Mutual Life Assurance Company, 440 Lincoln St., Worcester,
Massachusetts.

MICHIGAN
"A" agency

Mr. Michael Cook, Acting Director, Office of Comprehensive Health Planning,
Lewis Case Bldg., Lansing, Michigan 48913. Representative : Mr. H. J. McLaurin,
President, McLaurin and Company ; Mr. John E. Mellen, President, Michigan
Life Ins. Co.

"S" agencies

Mr. Philip E. Van Heest, Director, Areawide Comprehensive Health Planning
Unit, 500 Commerce Bldg., Grand Rapids, Michigan 49502. Representatives : Mr.
Douglas E. .lenks. State Farms Ins. Agent, Belding, Michigan; Mr. Donald
Pierce, Pierce & Rumble Ins. Agency, Plainwell, Michigan 49080.
Mr. Gordon Labuhn, Exec. Dir., Upper Peninsula Areawide Comprehensive

Health Planning Assn., 504 W. Magnetic, Marquette, Michigan 49855. Represen-
tative : Mr. John Clements, Clements Insurance Agency, L'Anse, Michigan 49946.
Mr. Terence E. Carroll, Executive Director, Comprehen.sive Health Planning

Council of Southeastern Michigan, 1300 Book Bldg., Detroit, Michigan 48226.
Representative: Mr. Brian Boyle, District Claims Manager, New England Mutual
Life Ins. Co.

MINNESOTA
"A " agency

Dr. Ellen Z. Fifer, Director, Comprehensive Health Planning, State Planning
Agency, 603 Capitol Square Building, 550 Cedar Street, St. Paul, Minnesota
55101. Representative : Mr. David Haskin, Vice-President, Minnesota Mutual Ins.
Co., Victory Square, 345 Cedar Street, St. Paul, Minnesota 55101.

"B" agencies

Mr. John Prince, Exec. Dir., Central Minnesota Health Planning Council, 601
Medical Arts Bldg., St. Cloud. Minnesota 56301. Representatives: Mr. Jeff
liennes. Monarch Life Is. Co., 712 N.E. Rivei-siue. St. Cloud, Minnesota, 56301:
Mr. Keith M;iurer. Mutual Service Co., 1400 St. Germain, St. Cloud, Minnesota
56301.
Mr. Steve Collins. Exec. Dir., Miu-Dak Areawide Comprehensive Health Plan-

ning Council. 200 5th Street. Moorhead, Minnesota 56560. Representative : IMr.

Hale Laybourne. 301 Sth Street S.. Fargo. North Dakota 58102.
Mr. Jens Dale, Chairman of the Board. Agassiz Health Planning Council, 714

Minnesota Avenue, Bemidji, Minnesota 56601. Representative : None.
Mr. Gaylord Bridge. Executive Director, Arrowhead Region Planning Council,

for Health Facilities & Services, 900 Alworth Bldg., Duluth, Minnesota 55802.
Representative : None.

Mr. Donald Ardell, Dir.. Metropolitan Council, 101 Capitol Square Bldg., 550
Cedar Street. St. Paul, Minnesota 55101. Representative : None.

MISSISSIPPI
"A" agency

Stephen L. Moore, M.D., M.P.H., Director, Comprehensive Health Planning,
Federal-State Program, Office of the Governor, 510 Lamar Life Bldg., Jackson.
Mississippi 39201. Representative : Mr. Robert Gaylor, Manager, Group Dept.,
Travelers Ins. Co., 200 East Capitol Street, Jackson, Mississippi 39201.

"B" agency

Mr. John W. Gill, Executive Directoi-, Southwest Mississippi Council. P.O.
Box 686. McComb. Mississippi .39648. Representative : Mr. Billy Ray Jones. Lin-
coln National Life Ins. Co., 612 Delawnrc Avenue, McComb, Mississippi 39648.
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MISSOUEI
"A" agency

Mr. Edward. J. Peloquin, Dir., Comprehensive Health Planning Off., Depart-
ment of Community Affairs, 505 Missouri Boulevard, Jefferson City Missouri
65101. Representative : None.

"B" agencies

Mrs. Evelyn Axtell, Chairman, Green Hills CHP Council, Court House, Trenton,
Missouri 646S3. Representative : Mr. Don Shuey, Unionville, Missouri.

Mr. Robert Parker, Dir., Alliance for Regional Community Health Incorpo-
rated, 915 Olive Street, St. Louis, Missouri 63101. Representatives : Aruiand C.
Staliir.ker, ;>5 York Drive. St. Louis, Missouri ; Mrs. Royal Kendall, 620 N.
Matter, Columbia, Missouri.

Mr. Kenneth D. Bopp, Executive Director, Mid-America Comprehensive Health
P. Ag., 320 East 10th Street, Kansas City, Missouri 64106, Representatives : Mr.
Charles M. Hart II, Mutual Benefit Life Ins. Co., 1000 Fairfax Bldg., Kansas
City, Missouri 64105 ; Mr. William T. Orr, BMA Tovrer—Pen Valley Park, Kansas
City, Missouri 64141.
Mr. Thomas Kahl, Dir.. Northeast Missouri Health and "Welfare Council, Inc.,

Comprehensive Health Planning, P.O. Box 949, Kirksville, Missouri 63501. Repre-
sentative : Mr. Raymond Shaw, MFA Insurance Co., Lancaster, Missouri.
Father Wally Elliuger, Chairman, Bootheel Comprehensive Health Planning,

c/o Bootheel Regional Planning Commission, Maiden, Missouri 63869. Repre-
sentative : Mr. George Carter, Shelton Bldg., Kennett, Missouri 63857.

MONTANA
•'A" ageneII

Mr. Robert Johnson, Dir., Office of Comprehensive Health Planning, State
Department of Health, 35-llth Avenue, Helena, Montana 59601. Representative

:

None.
NEBRASKA

"J." agencii

Mrs. Calista C. Hughes, Director, Comprehensive Health Planning, P. O. Box
1M601, Capitol, Lincoln. Nebraska 68509. Representative : Mr. Paul F. Schneider,
Vice President, Mutual of Omaha, 33rd and Famam, Omaha, Nebraska 68131.

"B" agency

Mr. Hal G. Perrin, Executive Dix-pctor, Health Planning Council of the Mid-
lands, 1805 Harney Street. Omaha, Nebraska 68102. Representative: Mr. Paul
F. Schneider, Vice President, Mutual of Omaha, 33rd. and Farnam, Omaha,
Nebraska 68131.

NE\'ADA
"A'' ugene II

Mr. Thomas E. Wilson, Office of the Governor, 208 North Fall St., Carson
City, Nevada 89701. Representative : None.

"B" agency

Mr. Richard Nutley, Planning Director. Clark County Areawide Comprehen-
sive Health Planning Association. 625 Shadow Lane, P. O. Box 4426, Las A^egas,

Nevada 89106. Representatives : Mr. Bert J. Jjeavitt, 5705 Heron Avenue, Las
Vegas, Nevada ; Mr. Dave Branch, 3301 Civic Center Drive, North Las Vegas,
Nevada.

NEW HAMPSHIEE
".4'" agencij

Desmond O'Hara, M.P.H., Director, Office of Comprehensive Health Planning,
Department of Health & Welfare. 2% No. Main Street, Concord, New Hampshire
03301. Representative: Mr. Arthur J. Card. V.P., William G. Parker Co., Inc.,

814 Elm Street, JManchester, New Hampshire 03101.

"B" agency

Mr. Robert F. Donovan, ExecntiA'e Director, Mid-Merrimack Health Planning
Council. Inc., 815 Elm Street. Manchester, New Hampshire 03101. Representa-
tive: Mr. Frederick W. Griffin, The Insurance Center, 1195 Elm Street, Man-
chester, New Hampshire 03101.
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NEW JERSEY
"A" agency

J. Robert Lackey, M.S.P.H. Director, Comprehensive Healtli Planning Agency,
State Dept. of Health, P.O. Box 1540, Trenton, New Jersey 08625. Representa-
tive : None.

"JS" agencies

Dr. Edwai'd Oruaf, Chairman, Comprehensive Health Planning Agency of
Southern New .Jersey, Box 1890, Haddonfield, New Jersey 08033. Consumer or
Provider: Mr. George Gersinger, Insurance Executive, Prudential Ins. Co.,
North Sharp Street, Millville, New Jersey.
Mr. William Lowery, Executive Director, Hospital and Health Council of

Metropolitan New Jersey, Inc., 2 Park Place, Newark, New Jersey 07108. Repre-
sentative: Mr. Richard Melman, Vice President and Associate Actura, Pru-
dential Plaza, Newark. New Jei"sey 07101.

NEW MEXICO

"A" agency

Mr. George T. Olson. Director, Comprehensive Health Planning, New Mexico
State Planning Office, State Capitol, Fourth Floor, Santa Fe, New Mexico 87501.
Representative : None.

"B" agency

Mr. John S. Glass, Exec. Dir., North Central New Mexico Comprehensive
Health Planning Council. P.O. Box 5!)9—207 Shelby Street, Santa Fe, New
Mexico 87501. Representative: Mr. Benny D. Bachicha, P.O. Box 4785, Santa
Fe, New Mexico 87501.

NOETH CABOLINA
"A" agency

Mr. Elmer M. Johnson, Director, Office of Comprehensive Health Planning.
116 West Jones Street, Raleigh, North Carolina 27602. Representative : None.

"B" agencies

Mr. R. Grant Hurst, Executive Director, United Community Services, 301
South Brevard Street, Charlotte, North Carolina 28202. Representative : Mr. W.
Peterson, Lincoln Life Ins. Co., 1373 East Morehead St., Charlotte, North
Carolina 28204.

Robert C. Moffatt, M.D.. Acting Exec. Director, Mountain Ramparts Health
Planning Inc., Doctors Bldg., Asheville, North Carolina 28801. Representative

:

None.
Mr. George Stockbridge, Executive Secretary. Health Planning Council for

Central North Carolina, Home Security Bldg., 505 West Chapel Hill Street,
Durham, North Carolimi. Representatives: Mr. George Watts Hill, Chairman.
Exec. Committee, Home Security Life Ins. Co., P.O. Box 410, Durham. North
Carolina; Mr. Maceo A. Sloan, North Carolina Mutual Life Ins. Co.. Mutual
Plaza, Durham, North Carolina ; Dr. Charles D. Watts, Vice President and
Medical Director, North Carolina Mutual Life Ins. Co., Durham. N.C.

NORTH DAKOTA
"A" agency

IMr. Edward Synieski, Director, Division of Health Planning, State Depart-
ment of Health. State Capitol, Bismarck, North Dakota 58.501. Consumer : Mr.
Carl H. Cummings, Pioneer Mutual Life, 203 North Tenth, Fargo, North Dakota
58102,

"B" agencies

Mr. Almon B. Strong, Executive Director, North Central Area Health Plan-
ning Council, Room 505, 1st Avenue Bldg., IMlnot, North Dakota .58701. Repre-
sentative : Mr. Jay L. Monicken. North American Life & Cas. Co., Room 501,
P^irst Ave. Bldg., Minot, North Dakota 58701.

Mr. Hugh Sanders. Exec. Dir.. North Dakota South Central Health Planning
Council. 219 No. Seventh St.. Bismarck, North Dakota 58501. Representative:
Mr. Alfred Riskedahl, Steele, North Dakota 5v8482.
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OHIO
"J." agency

Mr. Sewall Millikeu, Chief, Office of Comprehensive Health Plauning, Ohio
Department of Health, 450 East Town Street, P.O. Box 118, Columbus, Ohio
43216. Representative : None.

"B" agencies

Mr. Samuel S. Long, Executive Director, Health Planning Association of North-
west Ohio, 2243 Ashland Avenue, Toledo, Ohio 43620. Representative : Mr. Clifford

Cunningham, Cunningham Insurance Agency, 135 S. Fulton, Wauseon, Ohio.

Mr. Gordon Smith, Executive Director, The Comprehensive Health Planning
Association of Greater Ottawa Valley, 616 S. Collett Street, Lima, Ohio 45805.

Representative : None.
Mr. Stephen F. Davie, Executive Director, Health Planning Council of the

Greater Miami Valley. 349 West First Street, Dayton. Ohio 45502. Representa-

tive: None.
Mr. James Sandmann, Executive Director, Health Planning iissociation of the

Central Ohio River Valley, Almas-Doepke Bldg.. 222 East Central Parkway,
Cincinnati, Ohio 45202. Representatives : Mr. David J. Heggem, Union Central

Life Ins. Co., P.O. Box 179, Cincinnati, Ohio 45229 ; Thomas J. Klinedinst, Thomas
E. Wood Insurance, Carew Tower, Cincinnati, Ohio 45202.

Mr. Delbert L. Pugh. Executive Director, Mid-Ohio Health Planning Federa-

tion, 1666 East Broad St., P.O. Box 2239, Columbus, Ohio 43216. Representatives

:

Mr. John E. Fisher, Nationwide Ins. Co.. 246 North High Street, Colmnbus,

Ohio 43215; Mr. Norman Sleigh, State Farm Ins. Co., 1440 Granville Road,

Newark, Ohio 43055.
Mr. Lee J. Podolin, Executive Director, Metropolitan Health Planning Corp.,

908 Standard Bldg., Cleveland, Ohio 44113. Representative : Non«.

Mr. Alden C. Cummins, Executive Director, Mahoning Valley Health Plan-

ning Assn., 15 Colonial Drive Suite 22, Vouugstown, Ohio 44505. Representative:

None.
Mr. Thomas Linstrom, Executive Director, Seven County Health Planning

Council, 201 East Liberty St.. Wooster, Ohio 44691. Representative: None.

Mr. J. E. Farringtou. Executive Director. Ohio ^'alley Health Services Founda-

tion Inc., Security Bank Bldg., Room 504, S. North Court Street, P.O. Box 845,

Athens, Ohio 45701. Representatives: Mr. John G. Harding, Insurance, 2104

South Tenth, Ironton, Ohio 45638 ; Mr. Dwight Rutherford. Insurance and Real

Estate, Security Bank Bldg., Athens, Ohio 45701.

Mr. Arthur Ziegler. Executive Director, Summit-Portage County Comprehen-

sive Health Planning Agency, Inc., 32G Locust Street, Akron, Ohio 44302. Rep-

resentative : None.
Mr Roger Barnabv, Executive Director, Southeastern Ohio Health Planning

Assn., Health Planning Agency, 127 South 10th Street, P.O. Box 748, Cambridge,

Ohio 4.3725. Representative : None.
OKLAHOMA

".4" agency

Mr. Jack Boyd, Director, Oklahoma State Health Planning Agency, Office

of the Governor, Division of the Budget. J545 Lincoln Boulevard. Room 20,

Oklahoma City. Oklahoma 73105. Consumers : Mr. Lawrence L. Iloecker, Chair-

man of the Board of Trustees. American General Life Ins. Co.. 621 North Robin-

son Avenue. Oklahoma City. Oklahoma 73102: Mr. William Kohl. ^lanager.

Aetna Life Insurance Company.

"J?" Agencies

Mr. Harold D. Watson. Director of Health Planning, Kiamichi Economic De-

velopment District of Oklahoma. Ea.stern Oklahoma State College, Wilburton.

Oklahoma 74578. Representative: Mr. Don Griggs, Independent Ins. Agent; 211

East Duke, Hugo. Oklahoma.
OEEGON

"A" agency

Mr. S. Charles Bocci, Coordinator. Comprehensive Health Planning. Executive

Department, Public Service Bldg., Room 306. Salem. Oregon 97310. Representa-

tive : :^Ir. David Green, The Insurance Mart, 442 Sixth Street, Madras, Oregon

97741.
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"B" agencies

Mr. Ricliard Rix, Executive Director, Comprehensive Health Planning Assn.
for Metropolitan Portland Area, Marquam Plaza Bldg., Room 102, 2525 S.W.
3rd. Avenue, Portland, Oregon 97201. Consumer : Mr. A. G. Lindstrand, Ad-
ministrator, Aetna Ins. Co., 522 S.W. Fifth Avenue, Portland 97204.

PENNSYLVANIA
"A" agency

Mr. Henry V. Walkowiak, Director, Office of Comprehensive Health Planning,
Pennsylvania Dept. of Health, Health and Welfare Bldg., P.O. Box 90, Harris-
burg, Pennsylvania 17120. Representative : None.

RHODE ISLAND
"A" agency

Joseph A. Yacovone, D.M.D., M.P.H., Executive Director, Office of Compre-
hensive Health Planning, Davis Street, Providence. Rhode Island 02908. Rep-
resentative : Mr. William V. Copeland, Claims Manager, Liberty Mutual Ins.
Co., 100 Medway Street, Providence, Rhode Island.

SOUTH CAROLINA
"A" agency

Mr. S. J. Ulmer, Jr.. Director, Office of Comprehensive Health Planning. State
Board of Health, 2600 Bull Street, Columbia, South Carolina 29201. Representa-
tives : Mr. J. B. Johnson, Jr.. Liberty Life Ins. Co., Greenville. South Carolina
29601 ; Mr. Joe B. Davenport. Insurance, P.O. Box 142, Anderson, S.C. 29621

:

Mr. J. B. Johnson, Jr., Chairman, S. C. Ins. Council, Liberty Life Ins. Co.,

Greenville, S.C. 29621.
SOUTH DAKOTA

"A" agency

Director, Division of Comprehensive Health Planning, Office of the Governor,
Bast Office Bldg., Pierre, South Dakota 57501. Representative : None.

TENNESSEE
"A" agency

Mr. Michael T. Bruner, Director, Office of Comprehensive Health Planning,
Tennessee Dept. of Public Health, 105 Capitol Towers, Nasliville, Tennessee 37219.
Consumer: Mr. Dudley Porter. Jr., Vice President, Provident Life & Accident Ins..

Chattanooga, Tennessee.

"B" agencies

Mr. C. F. Anderson, Jr., Director, Georgia-Tennessee Regional Health Commis-
sion, 425 James Bldg., Chattanooga, Tennessee 37402. Consumers: Mr. Stanyarno
Burrows, Jr., Vice President, Volunteer :Mate Life Ins. Co.. Volunteer Bldg.,
Chattanooga, Tennessee 37402 ; Mr. Bernard T. Hurley, Jr., Agency Vice President,
Provident Life and Accident Insurance Co., Fountain Square, Chattanooga, Ten-
nessee 37401.

Mr. Norman Casey, Director, Mid-South Medical Center Council for Compre-
hensive Heiiltl) Planning, Inc.. Suite 1200. Medical Center Bldg., 969 Madison
Avenue. Memphis, Tennessee 38104. Representatives: Mr. Edward B. Ballou, Jr..

Agent, New York Life Ins. Co., 1610 First National Bank Bldg., Memphis, Ten-
nes.see 38103; Mr. J. W. Brakebill, J. W. Brakebill Agency, Inc.. 2108 First
National Bank Bldg., Memphis, Tennessee 38103 ; Mr. J. T. Chandler, Sr., Super-
visor. Universal Life Ins. Co., 480 Linden Avenue, Memphis. Tennessee 38126.

TEXAS
"A" agency

Marion R. Zetzman, M.P.H., Act. Director, Office of Comprehensive Health
Planning, Office of the Governor, 403 West 13th Street, Austin, Texas 78701.
Representative : None.
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"B" agencies

Mr. E. L. Melin, Director of Health Planning, Panhandle Regional Planning
Commission, Room 404. Amarillo Bldg., Amarillo, Texas 79101. Representative

:

Mr. Nelson E. Cash, Nelson E. Cash and Associates, 3200-B S. Georgia, Amarillo,
Texas 79109 ( Great Southern Ins. Co. rep. )

.

Mr. Lewis R. Burton, Coordinator of Urban Research and Services, The El Paso
Council of Governments, 1019 Southwest Center Bldg., El Paso, Texas 79901.
Representative: None.

Mr. Randall Hampling, Director of Health Planning, Nortex Regional Planning
Commission, 2414-9th Street, Wichita Falls, Texas 76301. Representative : None.
Mr. James F. Ridge, Executive Director, Concho Valley Council of Govern-

ments, Room 505, 7 West Twoliig Bldg., San Angelo, Texas 76901. Representative :

None.
Mrs. Paula Ricci, Director of Regional Services, Central Texas Council of

Governments, P.O. Box 729, Belton, Texas 76513. Representative : None.

UTAH
"A" agency

Mr. Norman G. Angus, Director, Office of Comprehensive Health Planning, SS8
So. 2nd. E.. Salt Lake City. Utah 84111. Consumer: Mr. Conway A. Ashton. Presi-
dent, Beneficial Life Ins. Co., 47 West South Temple, Salt Lake City, Utah 84101.

"2?" agencies

Mr. Willard West, Director, Weber Basin Health Planning Council, 2570 Grant
Avenue, Ogden, Utah 84401. Representative : Mr. Jack Oda, Clearfield, Davis
County, Utah.
Mr. James L. Dallas, Executive Director, Great Salt Lake Health Planning

Council, Suite 108, Comity Complex, 2033 South State Street, Salt Lake City. Utah
S4115. Representative: Mr. Chuck M. Hardin, Equitable Life Ins. Co., 445 East
2nd South, Suite 310, Salt Lake City, Utah 84111.

VERMOr^T
"A" agency

Mr. David A. Miller, Director, Comprehensive Health Planning Agency, Central
Planning Office, 114 Main Street. Montpelier. Vermont 05602. Consumer: Mr. W.
James Prelde, National Life Ins. Co., Montpelier, Vermont 05602.

"B" agencies

Mr. Eigil de Neergaard, Executive Director, Connecticut Valley Health Com-
pact, Bank Block, Main Street, Springfield, Vermont 05156. Representative : Mr.
Royal B. Holmes, Provident Mutual Life Ins. Co., Alstead, New Hampshire 03602.

VIRGINIA
"A" agency

Mr. Edward Springborn, Director, OflSce of Comprehensive Health Planning,
State Dept. of Health, 109 Govei-nor Street, Richmond, Virginia 23219. Representa-
tive : Mr. Harley Duane, Life Insurance Company of Virginia.

"B" agencies

Mr. Albert Castano, Health Planner, Peninsula Planning District Commission,
Hampton, Virginia. Representative : Mr. Thomas G. Waters, C. B. West & Co.

I\Ir. Paul M. }iIorrison, Executive Director. Central Virginia Health Services
Development Council, Inc., P.O. Box 1299, Lynchburg, Virginia 24505. Representa-
tive : None.
Mr. J. Joseph ?.Ioore, Executive Director, Tidewater Regional Health Planning

Council. #5 Tidev\-ater Executive Center, Suite 104, Norfolk. Virginia 23502.
Representative : ^Ir. Sidney Kellam, Kellam-Eaton Ins, Co.

Mr. Robert J. Rollins, Executive Director, Capital Area Comprehensive Health
Planning Council Inc., 3339 W. Cary Street. Richmond. Virginia 23221. Represent-
atives: Mr. Howard McCue, Life Ins. Co. of Virginia; Mr. H. H. Southall,

Southern Aide Life Ins. Co. ; Mr. Jack Wilson, Waller-Stein Ins. Agency.

90-319—73—pt. lA- 54
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Mr. Frank H. Mays, Executive Director, Roanoke Valley Regional Health

Services Planning Council, Inc., Box 2721, 621 Shenandoah Blclg., Roanoke,

Virginia 24001. Representatives: Mr. Carl M. Andrews, President, Goodwin-
Andrews-Bryan, Ins. Co. ; Mr. T. T. Moore, Shenandoah Life Ins. Co.

New River Valley Planning District Comm., 1612 Wadsworth Street, Radford,

Virginia 24141. Representative : Mr. W. E. McCoy, Jr., ]McCoy-Mensh Ins. Co.

Mr. Russell U. Owens, Executive Director, Appalachian Health Services Inc.,

State Health Dept., P.O. Box 1066, Wise, Virginia 24293. Representatives : Mr.

Gene Orr, Peoples Life Ins. Co. ; Mr. Haskell Arrington, Nationwide Ins. Co.

WASHINGTON
"A" agency

Mr. Frank D. Baker, Administrator, State Comprehensive Health Planning,

Planning & Community Affairs Agency, Office of the Governor, 1306 Capitol Way,
Olympia, Washington 98501. Representatives : Mr. Jack Ingram, New York Life,

Box 99. Richland, Washington 99352 ; Mr. John A. E. Naess, Jr., Asst. V.P., North-

ern Life Tower, Seattle, Washington 98101.

WEST VIRGINIA

"A" agency

Mr. Harry A. Stansbury, Jr., Ph. D., Office of the Governor, 1712 McClung St.,

Charleston, West Virginia 25311. Representative : None.

WISCONSIN
"A" agency

Mr. Vincent F. Otis, Acting Director, Bureau of Comprehensive Health Plan-

ning, 1 W. Wilson St., P.O. Box 309, Madison, Wisconsin 53701. Representative

:

Mr. T. A. Duckworth, St. Vice President and Secretary, Employers Ins. of

Wausau, Box 150, Wausau, Wisconsin 54401.

"B" agencies

Mr. George Curray, Exc. Dir., Northeastern Wisconsin Health Planning Coun-

cil, Inc., Rice Bldg.—828 Cherry St., Green Bay, Wisconsin 54301. Representa-

tive : None.
Mr. Eugene Molitor, Executive Director, Western Wisconsin Health Planning

Organization, Inc., Box 379, La Crosse, Wisconsin 54601. Representative: Mr.

Thomas R. Larkin, 815 S. 17th St. (Insurance), La Crosse, Wis. 54601.

Mr. Paul Fleer, Exec. Dir., Health Planning Council, Inc., 15 West Main Street,

Rm. 214, Madison, Wisconsin 53703. Representatives : Mr. Richard Pire, Family
Ins. Co., 45 S. Eau Claire Ave., Madison, Wis. 43705 ; Mr. Herbert Raether, Insur-

ance Agent, 1200 Maple Avenue, Columbus, Wisconsin 53925.

Richard Dahlby, Executive Dir., West Central Wisconsin Health Planning

Council Inc., 103 1st Avenue West, Menomonie, Wisconsin 54751. Representative

:

None.
Mr. Eugene Cox, Exec. Dir., Comprehensive Health Planning Agency of South-

eastern Wis., 110 East Wisconsin Ave., Milwaukee, Wisconsin 53202. Representa-

tive: Mr. Robert B. Barrows, Northwestern Mutual Ins. Co., Milwaukee,
Wisconsin.
Mr. Val Chilsen, Pres., North Central Area Health Planning Assn., 1604 E.

Main St., Merrill, Wise. 84452. Representative : None.

WYOMING
"A" agency

Mr. Wayne LeBaron, Dir., Comprehensive Health Planning, Division of Health
& Medical Services, Wyoming Dept. of Health & Social Services, Cheyenne,
Wyoming 82001. Representative : None.
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[Excerpts from "Group Insurance Manual"—Jolin Hancock Mutual Life Insurance Co.]

Undeewriting Rules

Preface

HOME OFFICE APPROVAL

Home Office approval is required before submitting a quotation in the case of

—

1. requests to write plans which are contrary to our standard underwriting

practices as described herein,

2. requests to write any risks of a questionable nature,

3. requests for any changes under policies already in force wnth us,

4. requests to w^rite coverage or coverages already in force with another group

insurance carrier (for exceptions see page 5—Transferred Business).

{In all instances insurance can he hound only hij the liome office)

The general Underwriting Rules set forth in this section apply to all coverages

except where specifically stated to the contrary.

It should be noted that separate sections of this Manual deal with the following

subjects and reference should be made to these sections concerning applicable

Underwriting Rules

:

Paid-Up
Creditor
Employee Life
Canada
10-24 Plans
Group Annuity
Health Insurance Package

Information regarding the underwriting of the following coverages should be

obtained from various notices from the Home Office dealing with these particular

subjects

:

Medical Society Sponsored Plans
Compulsory Disability Insurance
Group Permanent Insurance
Over Age 65 State Plans
Voluntary Accidental Death & Dismemberment
Long Term Disability

ELIGIBLE GROUPS
1. Sole Proprietorships
2. Partnerships
3. Corporations including

(a) Parent Corporation
(ft) Affiliates and subsidiaries when controlled by the parent corporation.

(It is difficult in some instances to determine whether or not proper control

exists so that more than one company may be covered under a single group

policv. Complete information must be obtained concerning stock ownership

or other control which might establish the necessary legal relationship).

*4. Labor Unions
*5. Trustees of a fund established by

(a) One or more Labor Unions
(&) A single employer
(c) Two or more employers in the same industry

\d) Employer-members of a Trade Association

(e) One or more employers and one or more Labor Unions.

*6. Emplovees of political subdivisions (cities, towns, government agencies,

etc.

)

Although the above classifications are generally satisfactory groups, individual

cases falling in these classifications may have characteristics which make them
undesirable from an underwriting viewpoint.

*Those classifications are subject to a wide variety of legal, underwriting, and admin-
istrative complexities which require specialized consideration. Home Office apjirovnl must
be obtained prior to any quotation on these classifications in order that specific instructions

may be given as to the information which will be needed for sound underwriting of the
risk.
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INELIGIBLE GEOUPS

1. Lodges and Clubs
2. Fraternal Societies

3. Grovips lacking cohesion
4. Groups currently insured for the applicable coverage in another company

where the intent is to continue the coverage with both companies. (Except that
upon reference to the Home Office certain select groups may be considered for
additional amounts of Life insurance.)

5. Employee Associations

CASES TO BE REFERRED TO HOME OFFICE

If any of the following factors are present in an otherwise eligible group, the
case should be referred to the Home Office for consideration.

1. There is a large number of unskilled employees whose working and living
conditions and allied factors are unfavorable.

2. Employment is unstable.
3. A large proportion of the employees are receiving minimum wages.
4. There is any question as to lack of control by stock, contract or otherwise.
~j. The industrial hazard is great and the industrial classification is undeter-

mined or unknown.
6. Coverage is desired on pensioned or retired employees.
In addition to the above factors the following factors apply to the coverages

specified

:

Accidental Death and Distncmberment
1. Group Life insurance is not already in force and is not being added con-

currently.
2. Certain hazardous groups may be offered non-occupational benefits in lieu

of twenty-four hour coverage.

Accident and Sickness, Hospital Expense, Surgical Expense and Medical Expense
Coverages

1. Group Life insurance is not already in force and is not being written con-
currently.

2. The group contains more than 50% of married females.
3. 31% or more of the insurance is on eligible unskilled employees, (41% or

more for Hospital, Surgical, and In-Hospital).
4. Where Group coverages are not to be combined for financial experience.
5. Salaries or wages are continued during disability (A&S only )

.

6. There are 15% or more of the employees at ages 60 and above or 5% ages
70 and above (A&S and Medical only).

SIZE AND ENROLLMENT REQUIREMENTS

Employee Coverages

A minimum of 25 insured lives.

1. If the number of insured employees is 50 or more, at least 75% en-
rollment of the eligible employees must be obtained.

2. If the number of insured employees is less than 50, at least 85% en-
rollment of the eligible employees must be obtained, with a minimum of 25
lives insured.

In addition to the requirements listed above the following requirements apply
to the coverages specified :

Accident and Sickness

13 or 26-week plans—A minimum of 25 insured lives.
Except a minimum of 4 insured lives may be written for the statutory coverage

issued to conform with the New York Disability Benefits Law.
52-\veek plans—A minimum of 50 insured lives.

Dependent Coverages

A minimum of 10 employees insured for dependent coverage.
1. If the number of insured employees is 50 or more, at least 75% enroll-

ment of the eligible employees with dependents must be obtained with a
minimum of 10 employees insured for dependent coverage.
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2. If the number of insured employees is less than 50, at least 85% en-

rollment of the eligible employees with dependents must be obtained with a
minimum of 10 employees insured for dependent coverage.

MINIMUM COVERAGE COMBINATION KEQUIBEMENTS

Group Life insurance for employees may be written alone.

Group Life insurance for dependents and Accident & Health coverages for

employees and dependents will be written only where the John Hancock al-

ready has Group Life insurance coverage on the employees, or it is being written
concurrenrly, except where specific Home Office approval is obtained. Where
permitted by law, all coverages for a new policyholder will be written in a single

policy.

The following minimum coverage combination requirements are applicable to

the particular coverages specified and are in addition to the general requirement
that there is Group Life insurance on the employees with the John Hancock.

Hospital Expense.—The 36.") day plan is written only in conjunction with Major
Medical Expense.

Surgical Ea-pcnsc.—This coverage is written only in cunjunction with Accident
and Sickness or with Hospital Expense or with Life insurance.

Major Medical.—Supplementai-y Major Medical is written only to supplement a
John Hancock or Blue Cross-Blue Shield base coverage.
Medical Expense Coverages.

—

Medical Expense Coverages.—
1. Medical Expen.se (Plan C), or Comprehensive Medical Expense (Plan E),

is written only in conjunction with Accident and Sickness plus Surgical Expense
or with Hospital Expense plus Surgical Expense.

2. In-Hospital Medical Expense (Plan G) is written only in conjunction with
Hospital Expense plus Surgical Expense. (The maximum period for the Medical
Expense plan can be no greater than the duration of the Hospital Expense plan.)

3. Laboratory and X-Ray Examination Expense (Plan H), or X-Ray Examina-
tion Expense (Plan I), are written only in conjunction with Hospital Expense.

4. Supplemental Accident Expense $500 Maximum (Plan J) is written only in

conjunction with all of the following coverages :

(a) Hospital Expense—at least $12.00 Maximum Daily Benefit, 31 days
coverage, and 10 times for Special Services.

(b) Surgical Expense—at least $300 Maximum.
(c) Medical Expense—In-Hospital Medical Expense with benefits of at least

$3.00.

5. Poliomyelitis Expense (Plan K) is written in conjunction with Hospital
Expense.
Dependent Hospital Expense.—This coverage is written only in conjunction

with Employee Hospital Expense.
Dependent Surgical Expense.—This coverage is written only in conjunction

with Employee Surgical Expense.
Dependent Major Medical Expense.—This coverage is written only in conjunc-

tion with Employee Major Medical Expense.
Dependent Medical Expense Coverages

1. Dependent Comprehensive ]Medical Expense (Plan E) or Dependent In-

Hospital Medical Expense (Plan G) are written only in conjunction with all of
the following coverages

:

(a) Employee Hospital Expense
(b) Employee Surgical Expense
(c) Dependent Hospital Expense
(d) Dependent Surgical Expense
(e) Employee Medical Expense

2. Dependent Laboratory and X-Ray Examination Expense (Plan H) and
Deiiendent X-Ray Examination Expense (Plan I) are written only in conjunction
with all of the following coverages :

(a) Employee Hospital Expense
(b) Dependent Hospital Expense
(<•) Employee Medical Expense—Laboratory and X-Ray Examination

Expense (Plan H) or X-Ray Examination Expense (Plan I).

3. Dependent Supplemental Accident Expense (Plan J) with a $300 Maximum
is written only in conjunction with all of the following coverages :

(a) Employee Supplemental Accident Expense and its prerequisite cover-
ages
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(b) Dependent Hospital Expense—at least $12.00 Daily Benefit or Maxi-
mum Daily Benefit, 31 days coverage, and 10 times for Special Services

(c) Dependent Surgical Expense—at least $300 Maximum
(d) Dependent Medical Expense—Dependent In-Hospital Medical Expense

with benefits of at least $3.00.

4. Dependent Poliomyelitis Expense (Plan K) is written only in conjunction
with all of the following coverages :

(a) Employee Hospital Expense
(b) Dependent Hospital Expense
(c) Employee Poliomyelitis Expense.

Where Dependent coverages are written, the Employee coverages generally

must be as liberal as the Dependent coverages.

MINIMUM AND MAXIMUM AMOUNTS OF INSURANCE

Group Life Insurance on Employee {Normal Maximums)
1. The minimum amount of insurance issued for an employee in any class is

$1,000.
2. The normal maximum amount of insurance issued for an employee in any

class is determined by the following table. Rules for providing maximums in ex-

cess of the normal maximums shown below are outlined on the next page under
the heading "Excess Group Life Insurance."

Total insurance in group
when actually issued

Maxinnum amount if the average amount per employee is

than $10,000
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Old Age Loadings.—^For Accident and Sickness insurance, a loading may be
required if 15% or more of tlie insurance on all eligible employees is in force on
eligible employees over age 60 or if 5% or more of the insurance on all eligible

employees would be on eligible employees age 70 and over. Such cases should be
referred to the Home Office.

Married Female Loadings.—A loading may be required on insurance other than
life insurance if 50% or more of the employees are married females. Such cases
should be referred to the Home Office.

Environment Loadings.—A large part of the higher mortality and morbidity
experienced by certain groups results from working and living conditions of the

employees in the group. The fact that a large percentage of the insurance is to be
on unskilled workers or non-Caucasian employees may be an indication that
such conditions exist. All cases where insurance on eligible unskilled or non-
Caucasian employees is 31% or more of the insurance on ail eligible employees
(41% for Hospital Expense, Surgical Expense, Medical Exinense and Major
Medical Expense insurance) should be referred to the Home Office.

In determining the amount of insurance on any portion of all eligible employees
or on all eligil)le employees in a group, use the following units of insurance for

the coverages indicated

:

Life, and Accidental Death and Dismemherment insurance.—Use the amount
of insurance payable in the event of death of each employee.
Accident and Sickness insurance.—Use the amount of insurance payable w-eekly

to each employees.
Hospital Expense insurance.—Use the amount of maximum daily benefit appli-

cable to each employee.
In-Eospital Medical Expense insurance.—Use the amount of daily Medical

Expense benefit applicable to each employee.
Medical Expense insurance, and Comprehensive Medical Expense insurance.—

Use the amount of maximum reimbursement for an office treatment applicable

to each employee.
Surgical Expense insurance, Laboratory and X-Ray Examination Expense, and

X-Ray Examination Expense insurance.—Use the overall maximum reimburse-
ment applicable to each employee.
Major Medical Expense insurance.—Use the amount of the aggregate lifetime

maximum benefit applicable to each employee.

INDUSTRY LOADINGS

Extra premiums may be required for certain industries either because of health
hazards or because of the hazardous nature of the industry, or both. The Com-
pany reseiTes the right to charge a higher extra premium than stated below
or charge an extra premium in the case of an industry not listed below.
The case should be referred to the Home Office for rating if there is any doubt

the appropriate rate or if the risk involves two or more industries for one or
more of which extra premium is required. Distribution of employees in each
industry by occupation and amounts of insurance should be supplied.
The extra premiums shown below for Life Insurance are the minimum first

year extra premium rates per $1,000 of insurance. The extra percentages shown
below for Accident and Sickness, Medical Expense and Hospital Expense shoiHd
be applied to the base rate or to the base rate plus other loadings, if any. The
industry loadings shown below are not required for Employee Surgical Expense,
Poliomyelitis Expense, Supplemental Accident Expense or any Dependent
Coverages.

Extra Premiums or Loadings

Accident and sickness, hos-

pital expense, medical ex-

List of Industries Life pense

Aviation schools:

It flying personnel excluded from coverage None None.
If flying personnel included and is under Civil Aeronautic $3 on flying personnel.* Do.

Board regulations. None for other per-

sonnel, i

Chemical and allied industries:

Acids (heavy) manufacture of; carbolic, hydrochloric,

hydrofluoric nitric, prussic, sulphuric sulfurous.etc $2 Do.

Gases (poisonous and corrosive) manufacture of $2 Do.

Explosive and fireworks, manufacture of $3_- Do.

Fertilizer $2 Do.

Footnotes at end of table.
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Extra Premiums or Loadings

List of industries Life

Accident and sickness, hos-

pital expense, medical ex-

pense

Construction:

Bridge

Dam
Road
Sewer
Structural iron and steel buildings.

Hot metal industries:

Fou ndries

Malleable iron works..
Rolling mills

Steel works
Smelting and refining

Tube
Rod and pipe mi lis

Wire drawing

iNone.

Iron and steel: Iron ore milling and blast furnace operation

(risks engaged in steel making even though including blast

furnaces may be written without an extra premium rate).

Iron and steel foundries (if the basic industry of a risk is other

than a foundry but foundry operations are involved, a com-
posite extra premium will be determined).

Lumber; Loggers or woodsmen

Do.

15 percent note: If the basic

industry is other than a

foundry but foundry oper-

ations are involved, a com-
posite loading is required.

Employees in the occupa-

tions commonly designated

as follows should be con-

sideied as foundry employee
in determining the compos-
ite loading. 2

None.

15 percent.

$33 25 percent if operation starts

with the tree or the log.

Marble and stone yards and mills $3 15 percent. *

Mining (surface and underground) , $3 Refer to home office, s

Miscellaneous:

Alcohol distilleries (ethyl, methyl, or alcoholic beverages). None 15 percent.

Asbestos milling, and manufacture of cord and fabric $2 None.

Breweries - Refer to home office Refer to home office.

Cement (no quarrying) None 15 percent.

Fire departments $3... None.

Fishing (deep sea) $5 Do.

Furriers None 15 percent.

Gypsum (no quarrying) do 15 percent.

Hat factories:

Fur felt (regardless of carrotting).. do Refer to home office.

Wool felt ..do 25 percent.

Lime (no quarrying) do 15 percent.

Police departments... $3 None.
Rockwool manufacture $2 Do.

Tanneries None 15 percent. 6

Wine, manufacturers and merchants do 15 percent.

Quarrying (any substance including rock minerals such as $3. Refer to home office.

clay, feldspar, phosphate, salt shale, talc, etc.)

Refractories (manufacturing firebrick or fire-resistant mater- $2 15 percent.

iais composed chiefly of silica or silicate malerisis).

Smelting and refining of metals:

By electrolytic process None None.
By other than electrolytic process $1 See hot metal industries.

Textiles (includes any and all operations from the receipt of None Refer to home office.

Ihe raw materials to and including spinning, weaving,
knitting, braiding, bleaching, dyeing and finishing of any
product from cotton, wool, rayon, hemp, jute, silk, and
linen).

Transportation:

Air transport companies:
If flying personnel is excluded from coverage do None.
If flying personnel included and is under Civil Aero- $3 on flying personnel, Do.

nautic Board regulations and flights are over the

regular routes including transoceanic.

Electric and street railroads (o'cher than subways and elevated
railroads.)

Subways and elevateds $3 25 percent.
Steam railroads (class I railroads) $1 25 percent.
Terminal railroads and other railroads not class I railroads... $3 25 percent.
Stevedoring, lightering, tugs, barges, and dredges $2 None.

no extra on other

personnel.

"

$1 25 percent.

1 Extra is charged separately not as a composite premium rate.

2 Coremakers, metiers, moulders, cupola tenders and their helpers, foundrymen, and foundry foremen. Foundry helpers
and laborers, including among others coal and coke heaveis, ladlers, pig breakers, and sand shovelers. Casting cleaners
including among others grinders, sand blasters, chippers, rattlers, and snaggers.

= Since this classification specifically refers to occupations, a composite extra premium rate will be obtained, charging $3
extra for insurance on employees in the v^oods with no extra premium for insurance on sawmill workers— if an employee
works both as a sawmill worker and as a logger or a woodsman, he is considered as a logger or woodsman for the purposes
of determining the composite extra premium rate.

< A higher peicentage may be required if cutting and polishing operations are an important part of the work.
5 Specially selected risks engaged in gold mining may be written at a $1 minimum.
« Specially selected risks may be considered by the home office at lower loading on Hospital Expense.
* ' Extra charged separately not as a composite premium rate.
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Group Policy—Conversion Rights

conversion privilege group life insurance
General

If a person has been insured for Groiip Life Insurance, and if he terminates

his employment, he may convert his Group Insurance to an Ordinary policy

v>ithout medical examination witliin 31 days of termination of employment upon
iiayment of the premium for the Ordinary policy. A substantially similar right

of conversion is provided by the Group policies upon termination of an employee's

coverage under certain other circumstances (see your Specimen Policy). The
Ordinary policy will be in any one of tlie forms customarily issued by the Com-
pany at the date of conversion with the exception that it shall not be a policy

of Term Insurance nor shall it contain provisions for disability or other supple-

mentary benefits : however. Group I'olicies being issued in the states of New
York and West Virginia must provide that the Ordinary policy may be preceded

by Term Insiirance for up to a maximum of one year.
*

If asked to assist in handling a conversion for an employee, the first and most
important step is to read carefully the Conversion Privilege printed in the em-
jiloyee's own Group certificate and determine the maximum amount of insurance

that may be converted to the Ordinary basis. If the Group certificate is for an
amount less than $1000 the insurance may be converted even though the Com-
l)any does not normally issue an Ordinary policy for less than $1000.

The employee's certificate will also indicate when Group coverage ceases. The
issue date of the Ordinary policy will be the 32nd day following termination of

employment unless, to avoid a higher ratable age, the policy is issiied on the 32nd
day but dated back to secure the premium for tlie lower age. In some states

failure to give notice of a conversion right extends the conversion period. No
Ordinary policy converted from Group insurance will be given a date of issue

la.ter than the 32nd day following the date of termination of employment (except

under the unusual condition of failure to give notice)

.

When termination of employment is the reason giving rise to the conversion,

it is important that the date of termination of employment be accurately deter-

mined. The former employee's last working day is not necessarily the official

date of termination of employment as shown on the employer's records or for

insurance purposes. Therefore, an effort should be made to try to find out the

effective date of termination according to the former employer's records and
terms of the Group Policy.

Premium rates for the new Ordinary policy will be based on the ratable age
of the applicant on the date of its issue and on the plan and amount of insurance
selected. The premium will be that applicable to the class of risk to which the

applicant lielongs considering age, occupational hazards and possibilities of

foreign travel or residence.

The Group conversion application is Form 12S-0-.55. In order to assure con-

tinuous insurance coverage, the first premium should be collected with the ap-

plication for conversion and a receipt given for the payment. The completed
app'lication and the Group certificate should be submitted together for processing.

If the certificate has been lost, the applicant should sign a brief statement show-
ing the Group certificate and Group policy number and explain how the certificate

was lost or destroyed. This statement should then accompany the Group con-

version application form in lieu of the certificate.

Employees of Federal Government
A Federal civilian employee who is leaving Government service has a conver-

sion privilege slightly different from that customarily included in Group contracts

since he will have a choice of a large number of insurance companies (including

the .John Hancock) for selection of a converted policy. The conversion procedure
is somewhat simplified since it is unnecessary for the agent to check the provi-

sions of the Group policy or certificate. The employee need not surrender his

certificate. He is, however, obliged to furnish the Company with a special form
letter from the Office of Federal Employees' Group Life Insurance specifying his

conversion rights. This letter must accompany the conversion application ; other-

wise the application cannot be considered.
The form letter, referred to in the preceding paragraph, is obtained in the

following manner. The employee will have been given a "Notice of Conversion
Privilege,"' standard Form No. 55 of the Government, by his employing agency. If
he desires to exercise his conversion privilege, he will then obtain from his em-
ploying agency a Government form "Agency Certification of Insurance Status,"



1398

star.dard Form No. 56. The employee will follow the instructions on this latter

form which direct him to send the original of this form to the Office of Federal

Employees" Group Life Insurance who will then write the employee a letter stat-

ing specifically the "Last Day of Life Insurance Protection Under the Group
Policy," the "Maximum Insurance That May Be Converted" and the "Date
Conversion Right Expires" as well as supplying him with a list of insurance

companies through which he may arrange for the conversion of his Group Life

insurance to an individual policy.

In the case of such a Federal civilian employee who is leaving Government
service, the date of issue of the converted policy usually will be the day following

the "Last Day of Life Insurance Protection Under Group Policy" as shown in

the letter. However, where the "Date Conversion Right Expires" is later ( as the

result of an extension of the conversion period), the date of issue may be any
time up to such later date.

Dependents Conversion Privilege

When Dependent Life insurance is provided under the Group Policy, a conver-

sion right is made available to the spouse, and where required by law, to any
covered children. This conversion right for the dependent arises when the em-
ployee also has a right to convert.

Something more than half of the jurisdictions permit the writing of Dependent
Group Life insurance, and the list changes from time to time ; the pei'uiitted

schedules and the conversion rights also vary among states. The agent or Group
representative should determine the applicable requirements of the jurisdictions

in his area. The Home Office will be glad to furnish the information for individual
states upon request.

Proeednre for Eegnlar Application

A regular application for Ordinai*y insurance is taken when this procedure is

acceptable to the applicant. When this regular application is made within the
conversion period, a Group conversion application should also be completed, even
though it is to iie acted uimn only in the event that the regiilar application is not
approved as applied foi-. The Ordinary Reference Manual contains instructions as
to the proper notations to be entered on the two applications so that they may be
sulimitted together and only one acted upon by the Company. By following the
procedure outlined in that reference manual, the agent can be sure that the Com-
pany will act first on the regular application and that, if such application cannot
be approved as applied for, the Company will then proceed to convert the Group
certificate.

Types of Ordinary Policies

The Company now issues Ordinary policies in two series :

Amount $5,000 and under—Multiple Protection series
Amount $5,000 or over—Select series

Although Multiple Protection policies usually include, for issue ages below 56,

a disability waiver of premiums benefit and a benefit for loss of Hands, Feet or
Sight, and an accidental death benefit for issue aaes below 66, these benefits will
not be included automatically in any policy issued upon conversion of Group
insurance. On either Select or ^lultiple Protection policies, the applicant may add
additional benefits by appl.ving for them in the normal manner. The premium rate
charged will be the same as that for identical benefits at the same issue age under
an Ordinary policy applied for in the usual manner.
Within these limitations and belowr age 75, an individual may apply for any

plan of individual insurance listed in the Ordinary rate manual except term
insurance, subject to any applicable plan amount miniraums.
Plans available to applicants over age 75 are Single Payment Life (for issue ages

76-85) and 10 Year Payment Life (for issue ages 76-90)

.

When conversion in an amount of $5000 and under is applied for through a
District Office, the applicant has the option of applying for a Monthly Debit
Ordinaiy policy if he prefers to pay premiums monthly to an agent.

CONVERSION PRIVILEGE—GROUP ACCIDENT AND HEALTH INSURANCE

Tlie Conversion Program, as outlined herein, is available to Eligible Group
Policyholders and Eligible Applicants in the District of Columbia and all states
except California and New York. Programs for California and New York require
certain modifications, and the available plans and rates have been furnished to
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Home Office Representfitives working in those areas. At the present time, we do
not intend to have a Conversion Program available in Canada or Puerto Rico.

General

Subject to underwriting rules, a Conversion Privilege may be added, by amend-
ment, to Group Accident and Health coverages other than Group Accidental
Death and Dismemberment and Group Accident and Sickness coverages.

This Privilege will permit individuals, whose Accident and Health Insurance
under the Group Policy terminates because of certain specific reasons, to apply
for and have issued, without evidence of insurability, a non-group Personal
Health Insurance policy insuring themselves and, if desired, their dependents
whose Group Accident and Health Insurance also terminates.
The Converted Policy will be known as a "Personal Health Policy—Group Con-

version," and will be renewable on any premium due date at the option of the
Company. The type of coverage and amount of benefits available for an individual
converting from a specific Group Policy will be controlled by the Group Policy-
holder's and the individual's selection of coverage and benefits in accordance with
applicable underwriting rules. Terms of coverage and benefits may be determined
from the sample standard policy form (Form PII-030-61) included elsewhere in
this section of the manual. Attention is directed to the fact that certain of the
benefits provided are different for individuals converting at age 65 or over or who
reach age G5 after conversion, than are provided for those under age Go. Also, that
Maternity coverage, if elected }»y the Group Policyhnlder, provides benefits only
when husband and wife are both insured under the same Converted Policy.
Where required by state insurance laws, certain endorsements will be attached

to the standard Converted Policy form. These modifications, however, do not
affect the general type of coverage or benefits of the policy.

The "Personal Health Policy'" may be applied for only within 31 days of the
date of termination of Group Accident and Health Insurance. In order to avoid
having any period without coverage, such policies will always become effective on
the date following the date of termination of the individual's Group Insurance.
Policies may be issued on a quarterly, .semi-annual, or annual basis. Sample
policies, application forms, and premium tables with calculation instructions, will

be available to Applicants at the Policyholder's office and detailed instructions to
the Policyholder for the administration of this part of his Group Program will be
included in the Group Administration and Claims Manual furnished to him.
Policies will be issued at the Home Ofl5ce and all services in con.nection with the
policy will be rendered to the Applicant directly from the Home Office. An outline
of procedure for application and polic.v issue is contained herein under the head-
ing "Procedure for Application and Policy Issue."
Group Premium Rates

Although initial or in force Group rates will not be increased because of the
addition of the Privilege, the Policyholder desiring to include it in his program
should be informed

:

1. That an expense charge will be made tinder the dividend formula to cover
certain additional administrative expenses of the Group Department resulting
from tlie inclusion of the Privilege and

2. That rates for the Converted Policies have been established at a level we
feel to be self-sustaining and, that the experience of all Converted Policies arising
from all Group Policies having the Privilege will be pooled. If, under the pooling
arrangement, losses develop in excess of those expected, an additional charge
may be made, through the dividend formula, to Policyholders having the Con-
version Privilege.

UNDERWRITING RULES
Groups Eligible

The Company desires that this Conversion Privilege he offered only when a
definite request for it originates with a Group Policyholder or Prospect who has
a special need for it ; who is willing to cooperate in its administration : and. who
is willing to assume the additional cost involved. It will be available to Policy-

holders having at least twenty-five employees and may be offered to new "Single
Employer" cases without prior Home Office approval. On cases that are in force,

or that are to he insured on other than a "Single Employer" basis, we will require

prior Home Office approval because of the necessity of considering current Group
experience and the facilities of the Policyholder for the proper administration of

the program.
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Because of the high cost of Converted Policies at the older age levels, when-
ever the Privilege is requested, every effort should be made to have the Policy-
holder agree to continue Group Accident and Health Insurance on retiring em-
ployees (and their dependents) rather than having the Conversion Privilege
apply to them. Where Group Insurance is to be continued on such employees,
proposed benefits and applicable Group rates should be discussed with the Under-
writing Division before final commitments are made.

It is suggested that a Group Policyholder, having the Conversion Privilege,
cctntinue Group Accident and Health Insurance on his employees (and their
dependents) during any reasonable periods of temporary layoff rather than hav-
ing a large number of Converted Policies issued for a short duration. The stand-
ard Group Policy permits this continuance to the end of the policy month next
following the policy month in which the employee ceased active work. Where
desired and in connection with the inclusion of the Conversion Privilege, the
Company is willing to consider reasonable extensions of this period. The possibility
of such an extension on any given case should be discussed with the Underwriting
Division.

Individuals eligible to apply for or be covered under a "personal health policy

—

group conversion" :

The following individuals are eligible for coverage under a Converted Policy
upon termination of their Group Accident and Health Insurance provided they
have been insured or covered under a Group Policy containing the Conversion
Amendment : that such Group coverage is in force on, and does not terminate
coincident with, the date the individual becomes eligible: that they are not other-
wise eligible to be insured under the same Group coverage as employees or de-
pendents ; and, that application is made, and full first premium is paid, within
31 days of the date Group Insurance terminates.

A. Eligible to apply for and be covered under Converted Policy

:

1. All employees, regardless of age, whose Group Insurance terminates because
of:

i. termination of employment,
ii. transfer out of the class of employees eligible for such insurance.

2. An employee's spouse whose insurance under the dependent Group coverage
terminates because of the death of the employee.

3. An employee's child whose insurance under the dependent Group coverage
terminates because of reaching the maximum age under the Group dependent
definition.

B. Eligible to be covered as dependents under Converted Policy

:

1. Dependents, as defined in the Group Policy, of employees or of an employee's
spouse outlined in 1 and 2 above. (Provision is made under the terms of the
Converted Policy itself for the subsequent addition of certain dependents after
the policy is issued—see General Provision 1 of the Converted Policy.)

Coverage or combination of coverages available for a group policyholder's
selection under a conversion program ; and conditions pertaining to such selection :

Subject to the Group Policyholder's selection in accordance with the conditions
outlined below, the following coverage or combination of coverages are available
under a Conversion Program :

A. Hospital Expense Insurance.
B. Hospital Expense and Physicians In-Hospital Medical Expense Insurance.
C. Hospital Expense and Surgical Expense Insurance.
D. Hospital Expense, Surgical Expense, and Physicians In-Hospital Medical

Expense Insurance.
All of which exclude coverage for pregnancy. W^hen the Group Policy, from

\A'hich the Conversion Program arises provides pregnancy coverage for dependent
wives, a JNIaternity coverage is available with A. B, C, or D, above. This Maternity
covei-age will be included only in policies insuring husband and wife, and will be
only for pregnancies commencing while husband and wife are insured under the
Converted Policy.

The Group Policyholder will be permitted to select for inclusion in his Con-
version Program any coverage or combination of coverages available provided
similar coverage or combination of coverages is included under his Group Policy.
If insurance on dependents is included in the Group Policy, a Group Policeholder
electing a Conversion Program will be required to have it apply to eligible de-
pendents as well as eligible employees. When the Conversion Program applies
to dependents, the selected coverages must not exceed those that are included
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for clepeiuleiits under liis Group Policy, and tlie coverages for employees and
dei>endents must be the same. For this purpose :

(rt) the lu-Hospital Medical coverage would be available to any Group Policy-
holder having In-Hospital iledical, Disability Medical or Comprehensive Medical
Expense coverage, or Major Medical Expense coverage on a Supplemental basis
with a reasonable deductible, and

(6) a Group coverage of Major Medical Expense on a Comprehensive basis,
with a reasonable deductible, and with or without underlying coverage, would be
assmned to include all types of coverage available other than the Maternity cover-
age. If the Major Medical includes the special pregnancy coverage or if pregnancy
coverage is included in the underlying coverages, the Mateniity coverage of the
Converted Policy may be selected.
Amounts of benefits available for a group policyholder's selection under a con-

version program ; and conditions pertaining to such selection :

Subject to the Group Policyholder's selection in accordance with the conditions
outlined below, the following amounts of benefits are available under a Conver-
sion Program :

A. For individuals converting under age 65 or for any insured individual prior to
reaching age 65

:

1. Hospital Expense Benefit

:

i. Daily Hospital Benefit—A range from a minimum of $6.00 to a maxi-
mum of .$15.00 (in full dollar units).

ii. Maximum Hospital Services Benefit—10 times the Daily Hospital
Benefit.

iii. Maximum Hospital Expense Benefit Period—31 days.
2. Physicians In-Hospital Medical Expense Benefit

:

i. Daily Medical Benefit—$3.00.
ii. Maximum Medical Benefit—$93.00.

3. Surgical Expense Benefit

:

i. Maxinumi Surgical Expense Benefit ( Schedule Maximum )—$200 or $300.
ii. Scheduled Benefits by type of operation—^See attached specimen policy

for schedule used with $200 Maximum Benefit Plan. Schedule used with $300
Maximum Benefit Plan is 50% higher for all operations.

4. Maternity Benefit

:

i. Maximum Normal Maternity Benefit—10 times the Daily Hospital
Benefit selected under the Hospital Exi>ense coverage.

B. For individuals converting at age 65 or over, or for any insured individual
upon reaching age 65.

i. ^Maximum Hospital Service Benefit is reduced from 10 times to 5 times
the Daily Hospital Benefit

ii. Maximum Hospital Expense Benefit Period is reduced from 31 davs to

21 days
iii. Maximum Medical Benefit is reduced from $93.00 to $63.00

The Group Policyholder must select all the amounts of benefits, including the
range of Daily Hospital Benefits, that are available for the coverages he has
included in his program, except

(a) the maximum amount of the range of Daily Hospital Benefit may never
be in excess of the smallest like amount provided under the Group Policy for
any individual but may be less than such amount if the Group Policyholder so
elects, and

(&) only one Maximum Surgical Expense Benefit may be selected and this
amount must always be $200 unless all individuals covered under the Group Policy
are insured for a like amount of $300 or more, in which event the Group Policy-
holder may select either the $200 or $300 amount.
For this purpose, a Group coverage of Major Medical Expense on a Compre-

hensive basis, with a reasonable deductible, and with or without underlying
coverage, would be assumed to include a maximum amount of Daily Hospital
Benefit equal to the maximum private room allowance of the Major Medical plan
and a Maximum Surgical Expense Benefit of $300. When the Conversion Program
applies to dependents, the selected amounts for employees and dependents must
be the same.
Coverage or combination of coverages available to the applicant under a "per-

sonal health policy—group conversion" and conditions pertaining to the appli-
cant's selection of coverages

:

The coverages available for an Applicant and, if eligible, his dependents, are
those selected by the Group Policyholder excluding any such coverage for which
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the employee, or his dependents who were insured under the Group Policy, were
not covered. An Applicant must apply for the coverage or combination of cov-

erages available to him except, when the Conversion Privilege applies to depend-
ents, the Applicant may apply for a Converted Policy for

:

(a) Himself only, or
(b) Himself and his eligible dependents. If he does apply for his eligible

dependents, he must include all his eligible dependents except, he may omit
dependents who are in the armed forces. He may not include any dependent
who was not insured under the Group Policy as a dependent. (Provision is

made under the terms of the Converted Policy for the subsequent addition of

certain dependents after the policy is issued—see General Provision 1 of the

Converted Policy.)
Amounts of benefits available to the applicant under a "personal health policy

—

group conversion" and conditions pertaining to the applicant's selection of

amounts of benefits

:

The amounts of benefits available for an Applicant and, if eligible, his depend-
ents are those selected by the Group Policyholder. An Applicant must apply for
the amounts of benefits available to him except, he may apply for only one
amount of Hospital Expense—Daily Hospital Benefit, and that amount may be
equal to or less than the maximum amount selected by the Group Policyholder
but such amount must be a full dollar unit, not less than $6.00, and the same
for all persons to be insured under the policy.

PROCEDURE FOB APPLICATION AND POLICY ISSUE

A sample application form is included elsewhere in this section of the manual.
Applications will be secured by the Applicant from the Group Policyholder

who, by first completing Part A of the form, will furnish to the Applicant
and to the John Hancock data necesary to determine coverages and benefits

available, and eligibility.

Part B of the application is completed by the Applicant. Atlhough specific

instructions are contained on the reverse side of the application, it is suggested
that, whenever possible, the application be completed in the office of the Policy-
holder and that the Policyholder render the Application any assistance he may re-

quire. Copies of premium tables with calculation instructions will be furnished
to the Policyholder for mailing with the application to any Applicant who finds it

inconvenient to come to the oflice or who may otherwise desire them.
Completed applications together with check for the full first premium are to

be mailed directly to the Group Records Division at the Home Oflice. After veri-
fication, they are referred to the Personal Health Division for the issuance of
a Converted Policy. Where a Resident Licensed Agent's counter signature is

rp(i|uiretl. policies will be sent to properly licensed Group Home Oflice Representa-
tives who, after signing them, will return them to the Home Office.

The following States require countersignature by a Resident Licensed Agent
in the space provided on the filing back of the policy form.

STATES

Alabama Michigan South Carolina
Colorado Mississippi Utah
Connecticut New Mexico Vermont
Georgia New York Virginia
Hawaii North Carolina West Virginia
Idaho North Dakota Wisconsin
Illinois Ohio Wyoming
Kansas Oregon
Maine Rhode Island

PREMIUM RATES FOR "PERSONAL HEALTH POLICY—GROUP CONVERSION"

A "Personal Health Policy—Group Conversion" may be issued on a quarterly,
semi-annual, or annual basis. Applicable premium rate tables, by coverage, are
Included elsewhere in this section of the manual.



1401

Premium rates for adults are based on their age nearest birthday as of the
effective date of the policy and do not automatically change with increasing age.

Kates for children to be covered as dependents do not vai-y by age and are
charged for each child to be covered. When Maternity Benefits are included in the

policy (and they are included only if selected by the Group Policyholder and
only when husband and wife are to be insured under the same Converted Policy )

,

an additional rate for Maternity is charged but only for the female Applicant or

female spouse as the case may be. Rates are determined for each coverage for

each individual to be insured under the policy and the total premium for the
policy will be the sum of the individual rates.

QUARTERLY 1 PREMIUM RATES FOR "PERSONAL HEALTH POLICY-GROUP CONVERSION"

[Not applicable to California or New York conversions]

Age nearest birthday
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Wliere required by state insurance laws, certain endorsements will be attached
to the standard Converted Policy form. These modifications, however, do not
affect the general type of coverage or benefits of the policy.

The "Personal Health Policy" may be applied for only within 31 days of the
date of termination of Group Accident and Health Insurance. In order to avoid
having any period without coverage, such policies will always become effective

on the date following the date of termination of the individuars Group In-

surance. Policies may be issued on a quarterly, semi-annual, or annual basis.

Sample policies, application forms, and premium tables with calculation instruc-
tions, will be available to applicant at the Policyholder's otfice and detailed
instructions to the Policyholder for the administration of this part of his Group
Program will be included in the Group Administration and Claims Manual
furnished to him. Policies will be issued at the Home Office and all services in

connection with the policy will be rendered to the Applicant directly from the
Home Office. An outline of procedure for application and policy issue is contained
herein under the heading "Procedure for Application and Policy Issue."

Group Premium Rates

Athough initial or in force Group rates will not be increased because of the
addition of the Privilege, the Policyholder desiring to include it in his program
should be informed

:

1. That an expense charge will be made under the dividend formula to cover
certain additional administrative expenses of the Group Department resulting

from the inclusion of the Privilege and
2. That rates for the Converted Policies have been established at a level we

feel to be self-sustaining and, that the experience of all Converted Policies arising

from all Group Policies having the Privilege will be pooled. If, under the pooling
arrangement, losses develop in excess of those expected, an additional charge
may be made, through the dividend formula, to Policyholders having the Conver-
sion Pi'ivilege.

Undenvritinff Rules
Grout) s clegible

The Company desires that this Conversion Privilege be offered only when a
definite request for it originates with a Group Policyholder or Prospect who has
a special need for it ; who is willing to cooperate in its administration ; and,
who is willing to assume the additional cost involved. Its availability will be
limited generally to Policyholders having at least fifty employees and may be
offered to new "Single Employer" cases without prior Home Office approval.

On cases that are in force, or that are to be insured on other than a "Single
Employer" basis, we will require prior Home Office approval because of the neces-

sity of considering current Group experience and the facilities of the Policy-

holder for the proper administration of the program.
Because employees age 65 and over generally are entitled to the broad benefits

of "Medicare" they will not be eligible for the "Conversion Privilege." If a Group
Policyholder wishes to supplement "Medicare" benefits for his employees under
the Group Policy, the Company is willing to consider such requests but any
extension of this nature is subject to Home Office approval.

It is suggested that a Group Policyholder, liaving the Conversion privilege,

continue Group Accident and Health Insurance on his employees (and their

dependents) during any reasonable periods of temporary layoff rather than hav-
ing a large number of Converted Policies issued for a short duration. The stand-
ard Group Policy permits this continuance to the end of the policy month next
following the policy month in which the employee ceased active work. Where
desired and in connection with the inclusion of the Conversion Privilege, the
Company is willing to consider reasonable extensions of this period. The possi-

bility of such an extension on any given case should be discussed with appro-

priate Group Insiii-ance Underwriting personnel.

Individuals eligible to apply for or be covered under a "personal health policy

—

group conversion."
The following individuals are eligible for coverage under a Converted Policy

upon termination of their Group Accident and Health Insurance provided they

have been insure<:l or covered under a Group Policy containing the Conversion

Amendment : that such Group coverage is in force on. and does not terminate co-

incident with, the date the individual becomes eligible ; that they are not other-

wise eligible to l>e insured under the same Group coverage as employees or de-

pendents : and. that application is made, and full first premium is paid, within 31

days of the date Group Insurance terminates.
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A. Eligible to apply for and be covered under Converted Policy

:

1. All employees under 65 years of ago, who are not entitled to "Medicare"
coverage whose Group Insurance terminates because of

:

i. termination of employment,
ii. transfer out of the class of employees eligible for such insurance.
2. An employee's spouse under age 65 who is not entitled to "Medicare"

coverage whose insurance under the dependent Group coverage terminates
because of the death of the employee.

3. An employee's child whose insurance under the dependent Groiip
coverage terminates because of reaching the maximum age under the Group
dependent definition.

E. Eligiltle to be covered as dependents imder Converted Policy.
1. Dependents, as defined in the Group Policy, of employees or of an em-

ployee's spouse outlined in 1 and 2 above. (Provision is made under the terms
of the Converted Policy itself for the subsequent addition of certain depend-
ents after the policy is issued—see General Provision 1 of the Converted
Policy.

)

Coverage or combination of coverages available for a group policyholder's;

selection under a conversion program ; and conditions pertaining to such selection.
Subject to the Group Policyholder's selection in accordance with the conditions

outlined below, the following coverage or combination of coverages are available
under a Conversion Program :

A. Hospital Expense Insurance.
B. Hospital Expense and Physicians In-Hospital Medical Expense Insurance.
C. Hospital Expense and Surgical Expense Insurance.
D. Hospital Expense, Surgical Expense, and Physicians In-Hospital Medical

Expense Insurance.
All of which exclude coverage for pregnancy. When the Group Policy, from

which the Conversion Program arises provides pregnancy coverage for dependent
wives, a Maternity coverage is available with A, B, C, or D above. This Maternity
coverage will be included only in policies insuring husband and wife, and will be
only for pregnancies concerning vrhile husband and wife are insured under the
Converted Policy.

The Group Policyholder will be permitted to select for inclusion in his Con-
version Program any coverage or combination of coverages availa'>le provided
similar coverage or combination of coverages is included under his Groiip Policy.

If insurance on dependents is included in the Group Policy, a Group Policy-
holder electing a Conversion Program will be required to have it apply to eligible

dependents as well as eligible employees. When the Conversion Program applies

to dependents, the selected coverages must not exceed those that are included
for dependents under his Group Policy, and the coverages for employees and
dependents must be the same. For this purpose :

(a) the In-Hospital Medical coverage would be available to any Group Policy-

holder having In-Hospital Medical, Disability iSIedical or Comprehensive Medical
Expense coverage, or Major Medical Expense coverage on a Supplemental basis
with a reasonable deductible : and

(h) a group coverage of ilajor IMedical Expense on a Comprehensive basis,

with a reasonable deductible, and with or wihout underlying covei-age. would be-

assumed to include all types of coverage available other than the Maternity
coverage. If the Major Medical includes the special pregnancy coverage or if

pregnancy coverage is included in the undei'lying coverages, the Maternity cover-

age of the Converted Policy may be selected.

Amounts of benefits available for a group policyholder's selection under a
conversion program ; and conditions pertaining to such selection :

Subject to the Group-Policyholder's selections in accordance with the conditions
outlined below, the following amounts of 'lenefi.ts are available under a Conver-
sion Program :

1. Hospital Expense Benefit

:

i. Daily Hospital Benefit—A range from a minimuu] of $10.00 to a maxi-
mum of .$.S5.00 (in full dollar units)

ii. Maximum Hospital Services Benefit—10 or 20 times the Daily Hospital
Benefit

iii. Maximum Hospital Expense Benefit Period—31 days or 70 days
2. Physicians Tn-Hospital Medical Expense Benefit

:

i". Daily Medical Benefit—$3.00, $4.00, or $5.00

ii. Maximum INIedical Benefit—31 or 70 days
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3. Surgical Expense Benefit

:

i. Maximum Surgical Expense Benefit (Schedule Maximum)—$300, $450,
or $600

4. Maternity Benefit

:

i. Maximum Normal Maternity Benefit—10 times the Daily Hospital Bene-
fit selected under the Hospital Expense coverage.

The Group Policyholder must select all the amounts of benefits, including the
range of Daily Hospital Benefits and the Maximum Hospital Expense Benefit
Period that are available for the coverages he has included in his program,
except

:

(a) the maximum amount of the range of Daily Hospital Benefit may never be
in excess of the smallest such amount provided under the Group Policy for any
individual but may be less than such amount if the Group Policyholder so
elects

;

(6) only one Surgical Maximum Amount may be selected by the Employer,
either a $300, $450, or $600 maximum, but in no event to exceed the approximately
equivalent smallest plan now in elfect under the Group Program. A special

iSurgical Schedule is used in the Converted Policy. This schedule when issued
with a .$300 maximum benefit provides total benefits approximately equal to those
which would be paid under a standard Group Policy Surgical Schedule with a
$200 maximum ; and

(c) only one Physician's In-Hospital Medical Plan may be selected and may be
either $3.00, $4.00 or $5.00 for either a 31 or 70 day plan, but must not exceed the

smallest plan in effect under the group policy, and it must always be for the same
duration as that selected for the Maximum Hospital Expense Benefit.

If the Group Coverage includes Major Medical Coverage the Group Insurance
Underwriting location servicing the case should be contacted and requested to

establish the maximum benefit to be provided under the Converted Policy for the

Hospital, Surgical and In-Hospital Medical Expenses Coverages.
When the Conversion Program applies to dependents, the selected amounts for

employees and dependents must be the same.
Coverage or combination of coverages available to the applicant under a "per-

sonal health policy^group conversion" and conditions pertaining to the appli-

cant's selection of coverages

:

The coverages available for an Applicant and, if eligible, liis dependents, are

those selected by the Group Policyholder excluding any such coverage for which
the employee, or his dependents who were insui-ed under the Group Policy, were
not covered. An Applicant must apply for the coverage or combination of cover-

ages available to him except, when the Conversion Privilege applies to depend-

ents, the Applicant may apply for a Converted Policy for

:

(a) Himself only, or
(b) Himself and his eligible dependents. If he does apply for liis eligible

denendents. he must include all his eligible dependents except dependents who
are in the armed forces. Although a Converted Policy would be issued in the

name of an employee who at the time application is made is age 65 or over or

entitled to Medicare benefits, coverage under the Policy would be limited to the

employee's eligible dependents. He may not include any dependent who was
not Insured under the Group Policy as a dependent. (Provision is made under

the terms of the Converted Policy for the subsequent addition of certain depend-

ents after the policy is issued—see General Provision 1 of the Converted Policy.

)

Amounts of benefits available to the applicant under a "personal health

policy—group conversion" and conditions pertaining to the applicant's selection

of amounts of benefits :

The amounts of benefits available for an Applicant and, if eligible, his de-

pendents are those selected by the Group Policyholder. An Applicant must ap-

ply for the amounts of benefits available to him except, he may apply for only

one amount of Hospital Expense-Daily Hospital Benefit, and that amount may
be equal to or less than the maximum amount selected by the Group Policyholder

but such amount must be a full dollar unit, not less than $10.00 and the same

for all persons to be insured under the policy.

Procedure for Application and Policy Issue

Applications will be secured by the Applicant from the Group Policyholder.

An authorized Representative of the Group Policyholder should complete Part I

of the reverse side of the application form. The Applicant should then comjilete

the application in accordance with the instructions contained in Part II of the

reverse side. It is suggested that, whenever possible, the application be com-
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pleted in the office of the Policyholder and that the Policyholder render the
applicant any assistance he may require. Copies of premium tal)les with calcula-
tion instructions will be furnished to the Policyholder for mailing with the
application to any applicant who finds it inconvenient to come to the office or
who may otherwise desire them.

Completed applications together with check, for the full first premium are to
he mailed directly to the Group Records Division at the Home Office. After
verification, they are referred to the I'ersonal Health Division for the issuance
of a Converted Policy. Where a Resident Licensed Agent's countersignature is
required, policies will be sent to properly licensed Group Home Oflice Repre-
sentatives who, after signing them, will return them to the Home Office.
The following States require countersignature by a Resident Licensed Agent

in the space provided on the filing back of the policy form.

STATES

Alabama Michigan South Carolina
Colorado Mississippi Utah
Connecticut New Hampshire Vermont
Hawaii New York West Virginia
Illinois North Carolina Wisconsin
Kansas North Dakota Wyoming
Maine Ohio

Premiuin Rates for "Personal Health Policy—Group Conversion"
A "Pei-sonal Health Policy—Group Conversion" may be issued on a (|uarterly.

semi-annual, or annual basis. Because of the wide range of benefits offered
under the new Converted Policy premium rate tables are not being published
in the Manual. However, each Home Office Representative has been furnished
a copy of the complete table and the Policyholder will be furnished a copy of
those rates applicable to the benefits he selects for the Converted Policy appli-
cable to his employees.
Premium rates for adults are based on their age nearest birthday as of the

effective date of the policy and do not automatically change with* increasing
age. Rates for children to be covered as dependents do not vary by age and are
charged for each child to be covered. When :\Iaternity Benefits' are included
in the policy (and they are included only if selected by the Group Policyholder
and only when husband and wife are to be Insured under the same Coliverted
Policy), an additional rate for Maternity is charged but only for the female
Applicant or female spouse as the case may be. Rates are determined for each
coverage for each individual to be insured under the policy and the total premium
for the policy will be the sum of the individual rates.
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American Family Life Assurance Company of Columbus
]

:.

Home Office: Columbus, Geor^a 31*^02 ^}M

IN CONSIDERATION of the application which is attached to and made part of this policy, and of payment of the 'i-l"^j>-\

premium set fonh in the PoHcy Schedule (which is attached hereto and made a part of this policy), HEREBY JiiL^/
INSURES the insured as defined under the provisions of this policy, to the extent herein provided, against loss resulting >?/rr^

from hospital confinement and other specified expenses (in accordance with the provisions and conditions and subject i"^^^\
to the exceptions and limitations stated in this policy), incurred for the definitive treatment of the disease "cancer" as '-^sM^^
hereinafter defined, only, (hereinafter called "such sickness"). -Hi.'^'

Part 1 BENEFITS FOR SUCH SICKNESS ^^
A. If any insured shall become afflicted with cancer, as herein defined, which is first diagnosed as provided herein on f'''Z''^.

or after the 90th day following the effective date shown in the Policy Schedule and while this policy is in force, '^! =^!
provided such insured has never had any cancer diagnosed prior to such 90th day, the Company will pay indemnities r"K%$S'

'

according to the Schedule of benefits, Part 3. and Extended Benefits, Part 1-B, for the expenses incurred by the ;^?f^\
^ii" ;fj insured, except as otherwise provided herein, for the definitive treatment of such cancer, beginning with the first day of l^}

"g^'

,
"^ j;; hospital confinement during which such diagnosis is made or ten days prior to the date of such diagnosis, whichever is i'jT^^^

Y'^^^:-. more favorable to the policyholder, but in no case shall more than the maximum benefits shown in the Schedule of ^K^';
^¥-'^-; Benefits. Part ?. and Extended Benefits, Part 1-B, for each service or benefit be paid with respect to any one insured, I^F^^,
C'*'"^' irrespective of the number of cancers or malignant tumors experienced by said insured. If for the first time in the entire v;'*^'

lifetime of the insured cancer is first diagnosed on or after the 90th day following the policy date shown in the Policy [^i-^^l

Schedule, the Company will not deny a claim for such loss on the grounds that the illness existed prior to the effective i^f:^^^''

date of coverage in this policy. iif^^>

'^I

P=:

li
i^??a;;' B. extended benefits^ During any period of hospitalization when any insured is confined to ahosgital for less

'if
4S>i

'^-:^f; than 90 consecutive days for the definitive treatment of cancer, indemnities will be paid according to the Schedule of ifb^^/

SkS;- Benefits, Part i. fM^
,'vv^;; '""^TT'ahy insured shall be a^alinuously confined to a hospital for an uninterrupted period exceediHg-90. consecutive Pj^^J
j#';:; days for the definitive treatment of cahcerrthen'on and after the 91st day of such continuous hospital confinement and i^i"^^
'^ ;; until the termination of such period of continuous hospital confinement, in lieu of benefits under the Schedule of f:!"^^)

>^^-''.' Benefits. Part 3, ttu^G«»fnpany will pay> 100%.of the usual and customary charges for hospital room and board, other >&0/

^Ia-> hospital charges, and the services described in items 3 through 9 of Part 3. actually made by the hospital or others for
f^f?-?A,

t**^' ::' such care and treatment on and after such 91st day, without any deduction for prior benefits paid; provided, that ^Ir^: '^'

|;^£;
;*' during such extended benefit period the Company's liability shall be-imiited to $5,000.00 per, month (30 days to be fTl.v):^^,

\/:/-'. considered a month, with periods of less than 30 days limited proportionately). Benefits for subsequent periods of f^p^^'

,.v>S|^ hospitalization of less than 90 consecutive days will be paid under the Schedule of Benefits, Part 3, subject to the §ff^^\
fetif'"-'; limitations contained therein. tll'^^^j

v^^;',-;' C. .'V1.^XIMUM benefits: The sum total of all benefits payable to or on behalf of any one insured person under this ^^^
W^- policy shall not exceed 550,000.00 wMl

'^-^ OPTION TO SURRENDER WITHIN TEN DAYS . ¥^
iM^\^ This policy may be returned by the insured to any agent or to the Home Office of the Company within ten days of |rfj§)
x^iS ': its delivery date for a complete refund of premium and cancellation of policy without cause. ^;fi^

f^j ? IMPORTANT NOTICE: Please read the copy of the application attached to this policy. Carefully check the application fU,^®/

:'L'^_^]: and write to the Company within 10 days, if any information shown on it is not correct and complete. This application ^itg^)

^3t^--' is a part of the policy and the policy was issued on the basis that the answers to all questions and the information |^^
;'!^A:- shown on the application are conect and complete. -'U^^^

,Ji#Part2 . CANCER DEFINED -POSITIVE PATHOLOGY REQUIRED MM]
\r'J

.'

A. Cancer is defined as a disease manifested by the presence of a malignant tumor characterized by the uncontrolled t^l^^^

X^\-' growth and spread of malignant cells, the invasion of tissue, or Leukemia. ^:[^^\
'':^v '[ Such cancer as above defined must be positively so diagnosed by a legally licensed doctor of medicine certified by fJt^^^l

.f-SS,",! the American Board of Pathology to practice Pathologic Anatomy or by an Osteopathic Pathologist, upon the basis of a flr'^Ni

Vcyr'".; microscopic examination of fixed tissue, or preparations from the hemic system (either during the life or post-mortem). f^I?^^'

j^^i' The pathologist establishing the diagnosis shall base his judgment solely on the criteria of malignancy as accepted by the jteiv.
(^5*:,;; American Board of Pathology or the Osteopathic Board of Pathology after a study of the histocytologic architecture or fjK^v'
.'-#?;" pattern of the suspect tumor, tissue, or specimen. Clinical diagnosis does not meet this standard. s[§S:fl

^i^i' THE PROVISIONS on the following pages are part of this policy. i'M-^

J.jg:.i? IN WITNESS WHEREOF, American Family Life Assurance Company of Columbus has caused this policy to be signed 'i^J!
•f^'^V- by its President and its Secretary at its Home Office in the City of Columbus, Georgia as of the Effective Date shown in ;[ "l-y)

^Si':- the Policy Schedule. '-MSl

%(;,; GeorgcW, Jeter, Secretai-v''^ C/ John B. Amos, President v^
;isV •; CANCER POLICY ::(#*\

p'sK:; ' BENEFITS PROVIDED FOR HOSPITAL AND MEDICAL SERVICES FOR CANCER c:i '^!
."';.• GUARANTEED RENEWABLE J -v'

^S--. PREMIUMS ADJUSTABLE BY CLASS
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Part 2 - Continued

^„^- POST-MORTEM DIAGNOSIS
X^^- Whenever the requisite positive diagnosis of cancer can only be made post-mortem, the Company shall assume retroactive

', liability and its liability shall be limited to the period of time beginning with the date of the terminal admission to the hospital but
4 in no even: to exceed the portion of charges subject to indemnity incurred during the 45 days prior to the date of the demise of the
\ insured.

EXCEPTIONS AND LIMITATIONS
C. This policy pays only for loss resulting from definitive cancer treatment, including only direct extension, metastatic spread
(and/or its direct effects) or recurrence (and pathologic proof thereof shall be submitted to support such additional claims as
provided under the terms of the policy). This policy does not cover any other disease or sickness or incapacity.

INSURED DEFINED
D. If this is an individual policy, as shown in the Policy Schedule, the word "insured" shall mean only the person named as tlie

Insured in the Policy Schedule. Where type of coverage is shown as "Family" in such Schedule "an insured" shall include the
person named in the Schedule, the spouse of the named insured and all of the dependent children of the named insured unmarried
and under 21 years of age. The insurance on any child covered under the terms hereof shall terminate on the anniversary date of
this policy follov.ing such child's twenty-first birthday or such child's marriage, whichever first occurs, but such termination shall
be without prejudice to any claim originating prior thereto. The acceptance of premium by the Company after such date, or dates,
shall be considered as premium for only the remaining persons who qualify as insureds under this provision. Provided further, that
if on the policy anniversary when the last covered ciiild attains age 21 years and either the insured or spouse is no longer covered

'

due to death or due to payment of maximum benefits, if the Company bills a.nd accepts the family unit premium then the last

covered child's coverage shall continue to the end of the period for which said premium has been paid. Provided further that
coverage shall be continued for any dependent child regardless of age who is incapable of sustaining employment by reason of
mental retardation or phvsical handicap and who became so incapacitated prior to attainment of age 21. Proof of such incapacity
and dependency must be furnished the Company by the named insured at least 3 1 days within the child's attainment of the limiting
age. In event of the death of the named insured, the spouse shall, if alive and covered hereunder, become the named insured.

HOSPITAL DEFINED
E. Whenever used in this policy, the word "hospital" shall mean a legally operated institution which: maintains and regularly uses
on its premises laboratory, x-ray equipment and operating room where surgical operations may be performed; maintains permanent
and fulltime facilities for the care of overnight resident bed patients under the supervision of a licensed Physician; provides
24-hour-a-day nursing service by graduate Registered Nurses; and maintains on the premises the patient's written history and
medical records. The word "hospital" shall not include any facility contracted for or operated by the United States Government for
the treatment of members or ex-members of the armed forces, and shall not include any institution or part thereof used by an
insured as a place for rehabilitation, rest, the aged, drug addicts or alcoholics, a mentaL institution, sanitarium, nursing or
convalescent home, a iong term nursing unit or geriatrics ward, or as an extended care facility for the care of convalescent,
rehabilitative or ambulator/ patients.

Parts SCHEDULE OF BENEFITS FOR SUCH SICKNESS
As provided in Part 1A hereof (Benefits for Such Sickness) the Company will pay indemnities according to the following Schedule
of Benefits (m.axi.Tium benefit amounts shown are for the entire lifetime of each insured, excepting as provided in Part IB):

1. HOSPITAL CONFINEMENT BENEFIT: The Company will pay Fifty ($50.00) Dollars per day for each of the first seven (7)
days of each period of hospital confinement and Thirty ($30.00) Dollars for each day thereafter. EXCEPTION: If less than thirty

(30) days separates two periods of hospital confinement, then for purposes of calculating hospital confinement benefits under this

section, such second period of hospital confinement shall be considered to be a continuation of the prior period of hospital
confinement.

2. DRUGS AND .MEDICINE BENEFIT: The Company will pay the actual charges made by the hospital for drugs and medicines
administered while confined to the hospital, not to exceed 10% of the Hospital Confinement Benefit payable under Item 1 (Part 3)
above, for each claim.

3. SURGICAL BENEFIT: When a surgical operation is actually performed on an insured for a condition which has been
diagnosed as being cancer, the Company will pay the fee for such operation, including post-operative attendance, not to exceed the
amount set opposite the name of the operation in the Schedule of Operations. If any operation for the treatment of cancer is

performed other than those listed, the Company shall pay a comparably reasonable fee for such operation, but in no case shall such
fee exceed $500.00. Two or more surgical procedures performed through the same incision will be considered as one operation.

4. ATTENDING PHYSICIAN BENEFIT: If an insured, as the result of such sickness, shall require the services of a licensed
physician, other than or in addition to the surgeon who performed surgery, the Company will pay the actual charge not to exceed
Ten ($10.00) Dollars per day for such doctor's visits to the insured while confined to the hospital. Not more than one doctor's visit

per day will be ailcwed, the term "visit" shall mean an actual personal call by the doctor, and not more than Six Hundred
($600.00) Dollars will be paid for ail such visits.

5. BENEFITS FOR NURSING SERVICES: The Company will pay the actual expense incurred up to Twenty-Four ($24.00)
Dollars per day for nursing services on behalf of any insured hereunder who received full time and private care and attendance
(other than that regularly furnished by the hospital) for registered graduate nurses or registered licensed practical nurses not related
to the insured, when required and authorized by the attending physician in treatment of such sickness when confined to the
hospital. Not more than Six Hundred ($600.00) Dollars will be paid for all such services.

6. RADIATION THERAPY BENEFIT: The Company will pay the usual and customary charges made for treatment with x-rays,
radium or radioactive isotopes of cobalt or other elements not to exceed a lifetime maximum of One Thousand ($1,000.00)
Dollars. This benefit does not include diagnostic use of x-rays, any other 'diagnostic procedure or laboratory tests related to
radiation therapy.
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Part 3 - Continued

Maximum

AB[X)MEN Amount

Complete resection of the stomach $400.00

Partial resection of the stomach . . $300.00

Resection of the small bowel $500.00

Resection of the ascending or

transverse colon $300.00

Combined abdominal perineal re-

section or cancer of the rectum or

sigmoid $400.00

Colostomy or iliostomy $200.00

Resection of esophagus $500.00

Gastrostomy done in connection

with esophagus $200.00

Splenectomy $300.00

Complete cystectomy with ure-

teral transplant $500 OO

Simple excision of the bladder . . . $200,00

EYE
Enucleation with complete re-

section $200 00

SCHEDULE OF OPERATIONS

AMPUTATIONS Amount

Thigh, leg, or entire foot $300.00

Arm, forearm, or entire

hand $300.00

Fingers or toes only, each $ 50.00

BRAIN
Complete removal of cancer ot

brain $500.00

BREAST
Amputation of one breast $200.00
Amputation of both breasts $300.00

CHEST
Complete lobectomy $400.00

EXTERNAL-GENITALIA
Women
Complete excision for removal of

the vulva or vagina with regional

lymph nodes $300.00
Cauterization of the cervix $ 50.00

Men
Cancer of penis - complete exci-

sion of regional lymph nodes .... $300.00
Orchiectomy - i.e. removal of tes-

ticles $200.00

Msxtmum

GENITO-URINARY TRACT
^"•°'"«

Removal of kidney $400.00
Removal of prostate, complete
procedure $400.00
Removal of uterus, tubes and
ovanes $400.00

MOUTH
Cutting operation for removal from:

Mouth, tongue, tonsil, mucous
membrane of the mouth S200.00

NECK
Complete resection of glands of

the neck . $400.00

RECTUM
Proctectomy $200.00

SKIN
Cutting operation for

removal from skin: $ 50.00

SPINAL
Operation with removal of portion

of vertebra or vertebrae $400.00
THROAT
Excision of larynx $200.00
Thyroidecto.my $150.00
Thyroid and radical complete re-

moval of Thyroid gland (Goitre) . . $300.00

7. ANESTHESIA BENEFIT: The Company will pay actual charges not to exceed $70.00 per operation (other than an operation

for skin cancer) for either (a) the professional fee of an Anesthesiologist not employed by the hospital or (b) charges made by the

hospital where anesthesia is administered by an Anesthetist employed by the hospital. Not more than $30.09 will be paid for

anesthesia in connection with skin cancer operations.

8. BLOOD AND PLASMA BENEFIT: The Company will pay the usual and customary charges for blood and-blood plasma not to

exceed a lifetime maximum of Three Hundred ($300.00) Dollars for all cancers e.\cept leukemia, in which case the Company will

pay the usual and customary charges for such products subject only to the overall maximum benefit stated in Part IC.

9. AMBULANCE BENEFIT: The Company will pay the usual and customary charges made by a licensed or professional

ambulance company for transporting the insured to or from the hospital in which the insured is admitted as a patient, not to

exceed $50.00 for each confinement, and not to exceed an aggregate maximum of $500.00.

TERM
The term of this policy begins on the Effective Date shown in the Policy Schedule at 12:00 o'clock, noon. Standard Time, of the

place where the insured then resides and ends at 12:00 o'clock, noon, the same Standard Time on the first Renewal Date. Each

renewal tenn ends at 12:00 o'clock, noon, the same Standard Time, on the next following Renewal Date. Renewal Dates are

determined by the mode of payment. The mode of payment for the original term of the policy is shown in the Policy Schedule. An
annual premium will maintain the policy in force for twelve months, semi-annual for six months, quarterly for three m.onths. if the

mode of payment is shown as "monthly," the term is for one month.

RENEWAL PROVISIONS
This policy may be renewed for successive terms for the lifetime of the insured at the established standard premium rate for the

Type of coverage in effect at the beginning of each term. The Company may change the established premium rate for all policies of.

this form number and type of coverage in force in the state in which the insured resides. In the event of a change in the established

premium rate, the Company will notify the insured in writing, such notification to be mailed to the i.nrjred's last known address at

least thirty (30) days before such change becomes effective. Changes in premium rate will not be made for reasons of age, sex or

condition of health, or in any manner which would affect single policies.

Part 4 UNIFORM PROVISIONS

1. ENTIRE CONTRACT; CHANGES: This policy, including a copy of the application for same, the endorsements and the

attached papers, if any, constitute the entire contract of insurance. No change in the policy shall be valid until approved by an

executive officer of the Insurance Company and unless such approval signed by the insured be endorsed hereon or attached hereto.

No agent has authority to waive any of its provisions.

2. TIME LIMIT ON CERTAIN DEFENSES: (A) After two years from the effective date of this policy, no misstatements, except

fraudulent misstatements, made by the applicant in the application for such policy shall be used to void the policy or to deny a

claim for loss incurred or disability (as defined in the policy) commencing after the expiration of such two year period. The
"Wording as used above "except fraudulent misstatements" shall not apply in Georgia.

(B) No claim for loss incurred or disability (as defined in the policy) commencing after two years from the effective date of this

policy shall be reduced or denied on the grounds that a disease or physical condition not excluded from coverage by name ot

specific description effective on the date of loss had existed prior to the effective date of coverage of this policy.
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Part 4 - Continued

3. GRACE PERIOD: A grace period of 31 days will be granted for the payment of each premium falling due after the first

premium, during which grace period the policy shall continue in force.

4. REINSTATEMENT: If any renewal premium be not paid within the time granted the Insured for payment, a subsequent
acceptance of premium by the insurer or by any agent duly authorized by the Insurer to accept such premium, without requiring in
connection therewith an application for reinstatement, shall reinstate the policy; provided, however, that if the Insurer or such
agent requires an application for reinstatement and issues a conditional receipt for the premium tendered, the policy will be
reinstated upon approval of such application by the Insurer or, lacking such approval, upon the forty-fifth day following the date of
such conditional receipt, unless the Insurance Co.npany has previously notified the Insured in writing of its disapproval of such
application. The reinstated policy shall cover only loss resulting from such sickness as may begin more than ten days after date of
reinstatement, in all other respects the Insured and Insurer shall have the same rights thereunder as they had under the policy
immediately before the due date of the defaulted premium, subject to any provisions endorsed hereon or attached hereto in.

connection with the reinstatement. Any premium accepted in connection with a reinstatement shall be applied to a period for
which premium has not been previously paid, but not to any period more than sixty days prior to the date of reinstatement.

5. NOTICE OF CLAI.M: Written notice of claim must be given to the Insurance Company within sixty days after the occurrence
of any loss covered by the policy, or as soon thereafter as is reasonably possible. Notice given by or on behalf of the Insured or the
Beneficiary to the Insurance Company at Columbus, Georgia or to any authorized agent of the Insurance Company, with informa-
tion sufficient to identify the Insured, shall be deemed notice to the Insurance Company.
6. CLAIM FORMS: The Insurance Company, upon receipt of a notice of claim, will furnish to the claimant such forms as are
usually furnished by it tor filing proofs of loss. If such forms are not furnished within fifteen days after the giving of such notice
the claimant shall be deemed to have complied with the requirements of this policy as to proof of loss upon submitting, within the
time fi.xed in the policy for filing proofs of loss, written proof covering the occurrence, the character and the extent of the loss for
which claim is made.

7. PROOFS OF LOSS: Written proof of loss must be furnished to the Insurer at its said office in case of claim for loss for which
this policy provides any periodic payment contingent upon continuing loss within ninety days after the termination of the period
for which the Insurer is liable and in case of claim for any other loss within ninety days after the date of such loss. Failure to
furnish such proof within the time required shall not invalidate nor reduce any claim if it was not reasonably possible to give proof
within such time, provided such proof is furnished as soon as reasonably possible and in no event, except in the absence of legal

capacity, later than one year from the time proof is otherwise required.

8. TIME OF P.AYMENT OF CLAIMS: Indemnities payable under this policy for any loss other than loss for which this policy
provides any periodic payment v;ill be paid immediately upon receipt of due written proof of such loss. Subject to due written
proof of loss, all accrued indemnities for loss for which this policy provides periodic payment will be paid each 4 weeks, and any
balance remaining unpaid upon the termination of liability will be paid immediately upon receipt of due written proof.

9. PAYMENT OF CLAI.MS: All indemnities will be payable to the Insured. Any accrued indemnities unpaid at the Insured's
death may at the option of the Insurer be paid to any assignee or to the estate of the Insured.

10. PHYSICAL EXAMINATION: The Insurance Company at its own expense shall have the right and opportunity to examine
the person of the Insured when and as often as it may reasonably require during the pendency of a claim hereunder.

11. LEGAL ACTIONS: No action at law or in equity shall be brought to recover on this policy prior to the expiration of sb(ty
days after written proof of loss has been furnished in accordance with the requirements of this policy. No such action shall be
brought after the expiration of six years after the time written proof of loss is required to be furnished.

ADDITIONAL PROVISIONS

1. CONFORMITY WITH STATE STATUTES: Any provision of this policy which, on its effective date, is in conflict with the
statutes of the state in which the insured resides on such date is hereby amended to conform to the minimum requirements of such
statutes.

2. OTHER INSUR-ANCE IN THIS INSURER: Insurance effective at any one time on the insured under a like policy or policies in
this insurer is limited to the one such policy elected by the insured, his beneficiary or his estate, as the case may be, and the insurer
will return all premiums paid for all other such policies.
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POLICY SHOULD BE VIEWED AS A SUPPLEMENT TO YOUR PRESENT HEALTH INSURANCE

CancerCare
By American Family Life Assurance Company of Columbus

QoodN^vs
Medical bills marked "Paid" are

welcome news to the sick. How will

your bills be covered? Health Insur-

ance seldom covers all of your

medical expenses and Cancer has all

the expenses of any illness, plus, in

many cases, its own expensive re-

quirements, for confinement, treat-

ment, surgery, medication and

other costs. Help your present

insurance meet the medical ex-

penses of Cancer. Secure Cancer-

Care for your family. Wnen you're

sick, the Difference Between Costs

and Coverage Comes From YOUR

Pocket.

CANCER'S

SEVEN WARNING SIGNALS

Change in bowel or bladder habits

A sore that docs not heal

Unusual bleeding or discharge

Thickening or lump in breast or

elsewhere

Indigestion or difficulty in

swallowing

Obvious change in wart or mole

Nagging cough or hoarseness

IF YOU HAVE
A WARNING SIGNAL,

SEE YOUR DOCTOR!

The Company
American Family Life is the world's

leading insurer of insurance specifical-

ly against Cancer. It has qualified to

offer, through local representatives,

this insurance in your state.

Age & Health

CancerCare may be purchased by

anyone of any age in any state of

health who has never had Cancer.

Pre-Existing

CancerCare covers Cancer which is

first diagnosed by a qualified patholo-

gist 90 days after date of policy issue

whether or not you have had symp-

toms prior to that date.

Pays To You
CancerCare is your insurance. Its bene-

fits are paid directly to you or whom-

evar you designate.

Maximum Coverage
Only

ed to

policy on this plan will be

inv individual.

Other Insurance

CancerCare is intended to supplemen

your existing health insurance prograi;

to better provide for the unusu^

expenses of Cancer; therefore, the

policy contains no provisions reducing

benefits because of Medicare or any

group or individual insurance you may

carry.

Guaranteed Renewable

Premiums Adjustable by Class

CancerCare can be cancelled only by

the Ir^sured. The Plan is renewable for

life, at then current premium rales.

Rates may be changed only if changed

on all policies in force in your state.

Limitations & Exclusions
This plan pays only for loss resulting

from definitive cancer treatment, in-

cluding only direct extension, meta-

static spread or recurrence. Positive

pathologic proof of diagnosis is re-

quM

PREMIUM RATES

Ann. Ann. Qtr. Mo.

R-l DIRECT
Individual S40.00 J20.00

Family S50.00 S30.00

R-2 PAYROLL
Individual S30.00 $15.00 » 7.S0 $2.50

Family M5.00 $22.50 $11.25 $3.80

R.3 ASSOCIATION
Individual $33.00 $17.50

Family $50.00 $26.00 $13.25

BASICBENEFITS
n are lifetime limits for each person covered,

HOSPITAL CONFINEMENT - $50 daily

first seien days: $30 per day thereafter.

Readmiiiion 30 days after discharge starts

$50 daily payment again.

DRUGS * MEDICINE - Up To 10 percent

of the total payable Hospital Confinement

Benefits for drugs and medicines admin-

istered in hospital and charged to Insured.

SURGICAL - $50 fo $500 each operation,

Schedule in Policy. A'o limit on number of
operations.

PHYSICIAN - Up to iW daily in hospital

tor physician other than surgeon. Limit

S600.

PRIVATE NURSING - Up to $24 daily in

hospital, as required, for /?.jV. or L.P.N.

Limit S600.

X-RAY RADIUM - Up to $1,000 for X-
Ray, Radium, Cobalt Therapy, in or out of
hospital. Excludes Diagnostic Procedures.

Limit SI, 000.

ANESTHESIA - Actual expenses for profes-

sional fees up to $70 on each internal

operation, 530 for Skin Cancer. No limit on

number of operations.

BLOOD & PLASMA - Up to $300 for ac-

tual charges made to Insured. No limit on

Leukemia except policy ma.\imum. Limit

S300 for other cancers.

AMBULANCE - Up to $50 each con-

finement, to and from hospital where
Insured admitted as patient. Limit SSOO.

EXTENDED BENEFITS
FOR HOSPITAL CONFINEMENTS

EXCEEDING 90 CONSECUTIVE D,\YS

THE COMPANY WILL PAY 100%

of the actual charges for hospital care and treatment

UP TO $5,000 PER MONTH
without any deduction for sums previously paid

beginning with the 91st day of confinement

until discharge from hospital.

Benefits shall not exceed a total of $50,000 per insured

person. The company by stating this limitation does not

intend to imply that this maximum coverage represents the

expenses that are sustained by all c

contrary, such costs are presented

cases requiring long term hospitalizatir

victims. On the

ly in those unusual

rican Family Life Assurance Company

Home Office; Columbus, Georgia 31902
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1. Why do i need Cancer insurance?

The National Cancer Institute reports that Cancer will strike

two families in three and this disease is the leading cause of

death in women from ages 30 to 54. Overall, Cancer is the

second leading cause of death of all age groups. Cancer is often

a lingering disease which requires repeated, extensive treatment

and results in the victim's being unable to work. This policy

should be viewed as a supplement to your present health

insurance.

2. What medical information do you need?

The only medical question is whether you have had Cancer

positively diagnosed. If not, you may buy the policy.

3. Can this Plan be canceled by the Company?

No. The only way the American Family CancerCarc Plan may
he canceled is through the insured's not paying the premium.

4. Must I be hospitalized to receive benefits from this Plan?

No. As stated fully in the policy,

many benefits do not require hos-

pitalization.

5. When does this Plan become
effective?

Full coverage under this Plan is

available 90 days following the ef-

fective date of the policy.

6. What benefits do ! receive for

drugs and medicine?

You will be reimbursed actual

charges made by the hospital for

the drugs and medicines you use up
to an amount not to exceed 10% of

the benefits payable for Hospital Confinement.

7. If there is a history of Cancer in my family, may I still

purchase and at the same premium?

'Yes, It has been our experience that those most closely related

to the expense of Cancer are the most anxious to secure neces-

sary financial protection.

8. What is the age limit on purchase of this policy? What
effect docs age have on this policy?

Full benefits are paid regardless of age, and you may continue

your policy for the rest of your life.

9. Must I be released from the hospital before I can collect

benefits?

No. Benefits are payable to the insured as the expenses are

incurred, on a monthly basis if he chooses. Release from the

hospital, or from a doctor's care, is not necessary for you to

begin receiving payments.

CANCER INCJDENCE BY SITE AND SEX



emmcER INSURANCE
UPTO'^ :

i ^3,760,00

;tr!kes
ONE IN' EVERY FOUR AMCRICANi
(N TWO OUT OF THREE FAMILIES
AT ANV ACE. rN ANY GROUP

' 7 TIMES THE RATE OF AUTO ACCIDCNTS
' 1 OUT OF EVERY S!y AMERICANS
< MORE AWER'CAM^- EVERY YEAR

m\
t IG OFTEN \'f< OlSTAiNT CITIES
I 13 OFTEN THE MOST EXPENSIVE
OFTEN IS A PROLONGED SERIES

6 ARE POSSIBLE IN 1 0\^ OF 3 CASES
» MAY REQUIRE EXTENSIVE TREATMENT
I MAY B=: INCREASED BV EARLY DETECTION

.PAYSlN;:AD.DlTi0N : TO;-

A£t OTHER IIVSUllANCE

COVERS PRE-EXISTING CONDITION
AFTER 120 DAYS PROVIDING CANCER
HAS NOT BEEN DIAGNOSED PRIOR

LIMITATIONS & EXCLUSIONS
Policy Limited to Cancer

Dependent children coverage terminates at age 19 or upon

marriage — Covers only cancer which is first diagnosed, as

defined in the policy, on or after the 120th day following

the policy effective date.

This policy is renewable for life at the option of the owner

of this policy at such premium rate that shall be in effect at

the date of each renewal. The Company may change

premiums cnly on date of renewal, on all plans, within the

state, by class only, and not by age, sex or health condition.

Form A-1221 ASS.N. Penn. Maximum

MAXIMUM AGGREGATE TOTAL

HOSPITAL $15,000.00

$40.00 per day for seven days; $20.00 per day thereafter.

SURGiCAL $3,000.00

$30.00 to $300.00 per operation as outlined in Schedule of

Operations. Hospital or doctor's office.

ANESTHESIA $700.00

Maximum $70.00 per operation; limit $30.00 for Skin

Cancer operation.

X-RAY RADIUM $1,000.00

X-Ray Radium and Radioactive Isotope Therapy; excluding

diagnostic X-ray.

NURSING ; . . $500.00

Up to $24.00 daily, home or hospital, for Registered

Graduate Nurse, as required.

PHYSICIAN '. $500.00'

$10.00 daily in hospital. Maximum 1 visit per day; pays in

addition to surgery.

BLOOD AND PLASMA $300.00

Usual and customary charge paid by insured.

AMBULANCE $100.00

To and from hospital where Insured admitted as patient.

TRANSPORTATION $500.00

Legal residence to nearest hospital with treatment facilities

not available locally; at doctor's direction; air or rail.

AMITW^NAD BENEFIT
AN AMOUNT IN CASH EQUAL TO 10% OF CLAIM PAID 'K COM-
PENSATE THE INSURED FOR NONMEDICAL LOSS CONNECTED
WITH THE SICKNESS. SUCH AS HOUSEHOLD EXPENSES, ETC.

BENEFITS ™ 523,760.00
OH EACH INSURED PERSON

RATES

.'Association Groupj

INDIVIDUAL- >::3.o;i il^.M

:family--^.v, ''•Hi-' *iy-';i! iioxm

American Family Life Assurance Company
Home Office: Columbus, Georgia 31902
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(jJlu/TloA Comk El^mtPlu,?

1. Why do I need Cancer insurance?

The American Cancer Society reports that Cancer will strike

two families in three and that this disease is the leading cause

of death from ages 30 to 54. Overall, Cancer is the second

leading cause of death of all age groups. Cancer is usually a

lingering disease which requires repeated, extensive treatment

and often results in the victim's being unable to work. This

policy should be viewed as a supplement to your present

insurance policy. U. S. Surgeon General William Stuart reveals

Major Medical pays only 35% of the Insured's medical

expenses.

2. Does this Plan pay in addition to other insurance,

Medicare, and any other health payment plan I or my family

may have'

Yes. the American Family Cancer Expense Plan pays regardless

of any other health insurance ^

plan the insured has.

CANCER INCIDENCE BY SITE AND SEX

9. If I am hospitalized twice or more in a year, how much
will the Plan pay on my hospital expense?

If the periods of hospitalization are separated by more than

thirty days, each admission begins with the higher daily

payment.

10. Does this Plan pay directly to me or the hospital?

Benefits from the American Family Cancer Expense Plan are

paid directly to the Insured or to whomever he designates.

11. What is meant by positive pathological diagnosis of
Cancer?

It is a microscopic examination of human tissue or fluid by a

pathologist to determLne if there is a positive malignancy.

12. What forms of Cancer are covered?

All Cancer diagnosed as such by a pathological tissue

examination, a standard medical

practice, including leukemia and
Hodgkins disease.

3. Can this Plan be canceled by
the Company?

No. The only way the American
Family Cancer Expense Plan

may be canceled is through the

Insured's not paying the pre-

mium.

4. Must I be hospitalized to

receive benefits from this Plan?

No. As stated fully in the policy,

nursing services, surgical bene-

fits, defined treatment, and

special bonus benefits do not require hospitalization.

5. When does this Plan become effective?

Full coverage under this Plan is available 120 days following

the effective date of the policy as shown in the Schedule on

page four of the policy.

6. What does the " 10% Extra" on each claim mean?

If a valid claim is $5,000, for example, a sum equal to ten

percent or $500 would be added to the claim payment to

reimburse the Insured for non-medical losses connected with

Cancer.

7. If there is a history of Cancer in my family, may I still

purchase and at the same premium?

Yes. Except family members with positively diagnosed cancer

are not covered. It has been our experience that those most
closely related to the expense of Cancer are the most anxious

to secure necessary financial protection.

8. What is the age Umit on purchase of this policy? What
effect does age have on this policy?

Your age makes no difference as to purchase, coverage, or

continuation of the policy. Benefits are the same regardless of

age.

13. What does pre-existing

condition mean?

As used in the American Family

Cancer Plan, pre-existing condi-

tion is construed to acknowledge

liability after the policy has been

in force for a period of 120 days
- provided a positive diagnosis

of Cancer has not been made.

14. If I leave my present

employment insured under pay-

roll deduction or direct billing,

can I continue my Plan?

Yes, on individual rate basis.

There is no waiting period or other evidence of insurability

required for you to continue this Plan should employment
terminate or you leave a direct billing group.

15. Who is included on a family policy?

A family policy includes the husband, wife, and dependent

children, natural, adopted, or stepchildren. Dependent

children's coverage terminates at age 18 or 19 (depending

upon state) or as specified in the policy.

16. What treatment for Cancer is covered by the Plan?

X-ray and radium therapy, radioactive isotopes including

chemotherapy, and surgery are covered by the policy.

(Diagnostic x-ray and other diagnostic procedures are

expressly precluded from the policy.)

If American Family Cancer Expense Plan

GENERAL BOOKBINDING CO.

2'"7iiY Of I

-7f. IT 7034
QUALITY CONTROL MARK





BOSTON PUBLIC LIBRARY

3 9999 05705 6655






